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COMMODITY  FUTURES  TRADING 
COMMISSION 

17  CFR  Part  30 

Foreign  Option  Transactions; 
Singapore  International  Monetary 
Exchange 

agency:  Commodity  Futures  Trading 

Commission. 

action:  Order. 

SUMMARY:  The  Commodity  Futures 
Trading  Commission  (“Commission”)  is 
authorizing  option  contracts  traded  on 
the  Singapore  International  Monetary 
Exchange  (“SIMEX”)  to  be  offered  and 
sold  to  persons  located  in  the  United 
States.  This  order  is  issued  pursuant  to 
Commission  Rule  30.3(a),  52  FR  28980, 
28998  (August  5, 1987),  which  makes  it 
unlawful  for  any  person  to  engage  in  the 
offer  and  sale  of  a  foreign  option 
product  until  the  Commission,  by  order, 
authorizes  such  foreign  option  to  be 
offered  in  the  United  States.^ 

EFFECTIVE  DATE:  August  29, 1988. 

FOR  FURTHER  INFORMATION  CONTACT: 
Jane  C.  Kang,  Esq.,  or  Robert  H. 
Rosenfeld,  Esq..,  Division  of  Trading  and 
Markets,  Commodity  Futures  Trading 
Commission,  2033  K  Street  NW., 
Washington,  DC  20581.^  Telephone: 

(202)  254-8955. 

SUPPLEMENTARY  INFORMATION:  The 

Commission  has  issued  the  following 
Order 

United  States  of  America  Before  the 
Commodity  FutoresTradfng 
Commission 

Order  Under  CFTC  Rule  3(l3(aJ 
Permitting  Option  Contracts  Traded  on 
the  Singapore  Intemational  Monetary 
Exchange  To  Be  Offered  and  Sold  in  the 
United  States  Thirty  Days  after  Notice 
to  the  Commission  and  Publication  in 
the  Federal  Register  of  the  Opticm 
Contracts  to  be  Traded. 

On  July  23, 1987,  the  Commission 
adopted  Hnal  rules  governing  the 


'  Notwithstanding  the  prohibition  in  Commission 
Rule  30.3(a),  non-domestic  exchange-traded  options 
which  are  traded  pursuant  to  the  trade  option 
exemption  in  Commission  Rule  32.4(a),  17  CFR 
32.4(a)  (1987),  may  continue  to  be  offered  and  sold. 

*  In  considering  requests  under  Rule  30.3(a),  the 
Commission  notes  that  it  has  received  a  significant 
number  of  comments  that  the  offer  and  sale  of 
foreign  options  should  be  permitted.  See  advance 
notice  of  proposed  rulemaking,  49  FR  (fuly  25, 1984), 
proposed  rules.  51  FR  12104  (April  8, 1986)  and  Final 
rules,  52  FR  28980  (August  5, 1M7).  The  Commission 
continues  to  welcome  comments  on  this  process.  On 
this  same  date,  the  Commission  also  has  issued 
orders  authorizing  certain  option  contracts  traded 
on  the  Montreal  Exchange  and  the  Singapore 
Intemational  Monetary  Exchange  to  be  offered  and 
sold  in  the  United  States. 


domestic  offer  and  sale  of  commodity 
futures  and  option  contracts  traded  on 
or  subject  to  the  rules  of  a  foreign  board 
of  trade.  52  FR  28980  (August  5v  1967). 
These  rules,  which  became  effective  chi 
February  1, 1988,  establish,  among  other 
things,  a  regulatory  framework  fw  the 
offer  and  sale  of  foreign  options  to 
persons  located  in  the  United  States.^ 
Specifically,  Rule  30.3(a)  provides  that 

[NJotwithstanding  any  other  provisions  of 
this  part,  it  shall  be  unlawful  for  any  pecsos 
to  engage  in  the  offer  and  sale  of  aajr  foreign 
option  until  the  Commission,  by  order, 
authorizes  such  foreign  option  to  be  offered 
in  the  United  States  *  *  *.  52  FR  2S9e&. 

In  this  regard,  in  view  of  the  history  ctf 
abuses  in  the  options  markets  prior  ta 
the  imposition  of  the  options  the 
Commission  determined  to  phase  in 
foreign  options  on  a  market-by^urket 
basis  through  particularized  review  of 
applications  submitted  by  individual 
markets  and  issuance  of  an 
authorization  order,  as  appropriate,  by 
the  Commission.  In  adopting  tie  final 
rules  which  implement  that  procedise, 
the  Commission  stated  that 
notwithst»iding  the  enactment  of  Part 
30,  which  provides  a  regulatory 
framework  to-gotvem  transactions  in 
both  foreign  futures  and  foreign  options, 
and  which  has  been  the  subject  of 
extensive  notice  and  comment,  it  would 
be  unlawful  for  any  person  to  oigage  in 
the  offer  and  sale  of  a  particular  foreign 
option  product  until  the  Commission 
specifically  authorizes  such  foreign 
option  to  be  offered  and  sold  in  the 
United  States.*^  As  a  consequence.  Rule 
30.3(a)  permits  tbe  Commission,  as 
stated  in  the  release  accompanying  the 
pro];iosed  rules,  to  consider,  among  other 
things,  its  ability  to  determine  whether 
or  not  a  particular  trade  has  been 
transmitted  to  and  executed  on  a  f(»ngR 
exchange  as  part  of  its  decision  to 
authorize  trairaactions  in  specific  fore^ 
exchange-traded  options.” 


’  Rule  30.1(b)  defines  a  foreign  option  as  any 
transaction  or  agreement  which  is  or  is  held  out  to 
be  of  the  character  of,  or  is  commonly  known  to  the 
trade  as,  an  "option",  “privilege”,  "indemnity”, 
"bid",  “offer",  "put”,  "call",  “advance  guaranty”  or 
“decline  guaranty”,  made  or  to  be  made  oa  or 
subject  to  the  rules  of  a  foreign  board  of  trade. 

*  Although  the  statutory  prohibition  on  the  offer 
and  sale  of  foreign  options  formerly  contained  in 
section  4c(c)  of  the  Commodity  Exchange  Act 
(“Act")  has  been  removed,  see  Futures  Trading  Act 
of  1986.  Pub.  L.  99-641.  section  102, 100  Stat  3660 
(1987),  the  regulatory  prohibition  in  Commisatoo 
Rule  32.11, 17  CFR  32.11  (1987),  adopted  pursimit  to 
section  4c(b)  of  the  Act.  remains  in  effect 

*  52  FR  28980.  28998. 

*  51  FR  12104, 12105. 


By  separate  letters  dated  September  3, 
1987,  the  Singapore  Intemational 
Monetary  Exchange  (“SIMEX”)  and  its 
regulator,  the  Monetary  Authority  of 
Singapore  (“MAS”),  requested  that  the 
Commission  authorize  the  offer  and  sale 
of  option  contracts  traded  on  SIMEX  to 
persons  located  in  the  United  States.  By 
letter  dated  September  29, 1987,  the 
Cbsnnission  advised  that  the  request  on 
behalf  of  the  SIMEX  would  be 
addressed  pursuant  to  Commission  Rule 
3<L3(a). 

In  issuing  this  Order,  the  Commission 
has  considered:  (1)  The  availability  of 
certain  information  relevant  to 
preventing  abuses  in  the  trading  of 
option  contracts  on  SIMEX  including, 
bet  not  limited  to,  trade  confirmation 
data,  data  necessary  to  trace  offshore 
fends,  firm-specific  data  related,  among 
odier  things,  to  good  standing,  fitness  of 
principals  and  financial  condition,  and 
data  related  to  sales  practices  in  respect 
cd  such  products; ''  (2)  the  arrangements 
in  place  for  assuring  that  sales  practice 
abuses  in  such  options  do  not  occur, 
including  undertakings  or  arrangements 
by  the  appropriate  foreign  entity  for  the 
fidfillment  of  sales  practice  compliance 
obligations  commensurate  with  those 
vdiich  apply  to  domestic  products  with 
respect  to  firms  engaged  in  the  offer  and 
sale  of  its  foreign  option  products  in  the 
United  States;  (3)  the  arrangements  for 
United  States  customers  to  redress 
grievances  with  respect  to  matters 
directly  pertaining  to  the  conduct  of 
trading  or  other  activities  relevant  to  the 
offer  and  sale  of  such  products  occurring 
within  the  jurisdiction  where  the  option 
is  traded;  and  (4)  the  regulatory 
environment  in  which  such  foreign 
options  are  traded. 

In  determining  that  SIMEX’s  showing 
with  respect  to  the  foregoing  matters  is 
sufficient  to  warrant  the  issuance  of  the 
Order  herein,  the  Commission  notes  that 
as  it  acquires  further  experience  it  may 
determine  that  other  considerations  are 
also  relevant.  To  this  end,  the 
Commission  expects  to  continue  to 
monitor  the  offer  and  sale  of  the 
products  subject  to  this  Order.” 


’  See  5*  FR  12104, 12105  (April  8, 1986).  The 
poRem  of  abuses  that  was  characteristic  of  option 
safes  practices  in  the  past,  and  which  contributed  to 
the  Commission’s  decision  to  suspend  all  option 
sales  in  1978,  included  the  unavailability  of  data 
necessary  to  permit  a  determination  whether  orders 
fw  options  had  in  fact  been  executed  or  whether 
t&ey  simply  had  been  “bucketed”  See  43  FR  16155 
(April  17, 1978). 

*  In  tins  connection,  the  Commission  notes  that  it 
has  not  sooght  to  analyze  the  individual  option 
contracts  under  the  requirements  which  apply  to  the 
desigRatioR  of  an  option  contract  proposed  to  be 
traded  OR  a  United  States  contract  market.  In 

Continued 
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Based  upon  the  representations  of 
SIMEX  and  MAS  contained  in  their 
letters  dated  September  3, 1987,  separate 
letters  from  MAS  dated  December  21, 
1987,  and  February  4, 1988,  and  the 
memorandum  from  the  Division  of 
Trading  and  Markets  to  the  Commission 
dated  July  5, 1988  (“Staff 
Memorandum”),  and  pursuant  to 
Commission  Rule  30.3(a),  the 
Commission  hereby  authorizes  the  offer 
and  sale  in  the  United  States  of  options 
traded  on  SIMEX  subject  to  the 
following  conditions; 

(1)  Except  as  otherwise  permitted  under  the 
Commodity  Exchange  Act  and  regulations 
thereunder,  that  no  oRer  or  sale  of  any 
SIMEX  option  product  in  the  United  States 
shall  be  made  until  thirty  days  after 
publication  in  the  Federal  Register  of  notice 
specifying  the  particular  option(s)  to  be 
offered  and  sold  pursuant  to  this  Order 

(2)  That  MAS  and  SIMEX  represent  that  all 
transactions  with  respect  to  the  option(s) 
referenced  in  such  notice  *  will  be  governed 
by  the  Singapore  Futures  Trading  Act,  the 
Regulations  thereunder  and  SIMEX  option 
rules  as  more  particularly  discussed  in  the 
Staff  Memorandum  and  that  the  MAS  and 
SIMEX  provide  the  Commission  with 
information  as  to  all  material  changes  thereto 
promptly; 

(3)  That  options  on  futures  on  stock 
indictes  ***  and  options  on  futures  on  foreign 
government  debt  securities  will  not  be 
permitted  to  be  offered  and  sold  hereunder 
absent  certain  additional  procedures; 

(4)  That  options  traded  pursuant  to  this 
Older  may  only  be  offset  on  SIMEX  or 
another  market  with  respect  to  which  the 
Commission  has  approved  a  linkage 
arrangement  with  SIMEX; 

(5)  That  options  traded  pursuant  to  the 
Order  herein  may  only  be  offered  and  sold  by 
persons  registered  in  the  appropriate 
capacity  imder  the  Commt^ty  Exchange  Act 
or  by  persons  who  have  been  granted  an 
exemption  trom  registration  under  Rule  30.10 
based  on  comparability  of  regulation,  but 
may  not  be  offered  and  sold  by  persons  doing 
business  in  the  United  States  pursuant  to  the 
Commission’s  interim  order  issued  on 
January  29, 1988  (53  FR  3338  (Feb.  5, 1988)); 
and 

(6)  If  experience  demonstrates  that  the 
continued  effectiveness  of  this  Order  would 
be  contrary  to  public  policy  or  the  public 


particular,  the  Commission  has  not  analyzed 
whether  these  instruments  would  meet  the 
Commission’s  economic  purpose  test,  17  CFR 
33.4(a)(5)(i)  (1987),  or  other  criteria  relating  to  the 
specilic  terms  and  conditions  of  such  foreign  option 
contract  See  17  CFR  334.  The  Commission, 
however,  has  plenary  authority  with  respect  to 
option  products.  See  section  4c  of  the  Act. 

*  The  option  contracts  which  will  initially  be 
offered  and  sold  pursuant  to  this  Order  are  Options 
on  Eurodollar  Futures,  Options  on  Japanese  Yen 
Futures  and  Options  on  Deutschemark  Futures. 

■<>5eeS2FR  28980. 28862  0.6  and  section  2a(l)of 
the  Act. 

' '  See  section  2a(l]  of  the  Act.  section  3(a)(12)  of 
the  Securities  Exchange  Act  of  1934  and  Rule  3al2-8 
promulgated  thereunder. 


Interest  or  that  the  operation  or  execution  of 
the  systems  and  arrangements  in  place  for 
the  trading  of  the  option  products  subject 
hereto,  or  the  exchange  of  information  with 
respect  to  such  products,  do  not  warrant 
continuation  of  the  authorization  granted 
herein,  the  Commission  may  modify,  suspend, 
terminate  or  otherwise  restrict  the 
authorization  granted  in  this  Order,  as 
appropriate,  on  its  own  motion.  In  such  event, 
appropriate  arrangements  to  service  existing 
positions  will  be  made. 

This  Order  is  issued  based  on  the 
information  provided  to  the  Commission 
and  its  staff  as  set  forth  herein  and  in 
the  Staff  Memorandum.  Any  changes  or 
material  omissions  might  require  the 
Commission  to  reconsider  the 
authorization  granted  in  this  Order. 

Issued  in  Washington,  DC,  on  July  20, 1988. 

Jean  A.  Webb, 

Secretary  of  the  Commission. 

Memorandum 

July  5, 1988. 

To;  The  Commission. 

From;  The  Division  of  Trading  and 
Markets. 

Suject;  Order  Under  Commission  Rule 
30.3(a)  Permitting  Certain  Option 
Contracts  Traded  on  the  Singapore 
International  Monetary  Exchange  to 
be  Offered  and  Sold  in  the  United 
States. 

Recommendation;  That  the  Commission 
publish  in  the  Federal  Register  this 
memorandum  and  approve  and 
publish  the  attached  order  permitting 
option  contracts  traded  on  the 
Singapore  International  Monetary 
Exchange  to  be  offered  and  sold  in  the 
United  States  upon  thirty  days  notice. 
Other  Divisions  and  Offices  Consulted; 
Division  of  Economic  Analysis 
Division  of  Enforcement 
Office  of  the  Executive  Director 
Office  of  the  General  Counsel 

I.  Introduction 

On  July  23, 1987,  the  Commission 
adopted  final  rules  governing  the 
domestic  offer  and  sale  of  commodity 
futures  and  option  contracts  traded  on 
or  subject  to  the  rules  of  a  foreign  board 
of  trade.  52  FR  28980  (August  5, 1987). 
These  rules,  which  became  effective  on 
February  1, 1988,  establish,  among  other 
things,  a  regulatory  framework  for  the 
offer  and  sale  of  foreign  option  products 
to  persons  located  in  the  United 
States.  ^  Specifically,  Rule  30.3(a) 
provides  that; 


*  Rule  30.1(b)  defines  a  foreign  option  as  any 
transaction  or  agreement  which  is  or  is  held  out  to 
be  of  the  character  of,  or  is  commonly  known  to  the 
trade  as.  an  “option”,  “privilege”,  “indemnity", 
“bid”,  “offer”,  “put”,  “call”,  “advance  guaranty"  or 
“decline  guaranty”,  made  or  to  be  made  on  or 
subject  to  the  roles  of  a  foreign  board  of  trade. 


(Njotwithstanding  any  other  provisions  of 
this  part,  it  shall  be  unlawful  for  any  person 
to  engage  in  the  offer  and  sale  of  any  foreign 
option  until  the  Commission,  by  order, 
authorizes  such  foreign  option  to  be  offered 
in  the  United  States  *  *  *.  52  FR  28988 

In  this  regard,  in  view  of  the  history  of 
abuses  in  the  options  markets  prior  to 
the  imposition  of  the  options  ban.  ^  the 
Commission  determined  to  phase  in 
foreign  options  on  a  market-by-markel 
basis  through  particularized  review  of 
applications  submitted  by  individual 
markets  and  issuance  of  an 
authorization  order,  as  appropriate,  by 
the  Commission.  ^  In  adopting  the  Hnal 
rules  which  implement  that  procedure, 
the  Commission  stated  that 
notwithstanding  the  enactment  of  Part 
30,  which  provides  a  regulatory 
framework  to  govern  transactions  in 
both  foreign  futures  and  foreign  options, 
and  which  has  been  the  subject  of 
extensive  notice  and  comment,  it  would 
be  unlawful  for  any  person  to  engage  in 
the  offer  and  sale  of  a  particular  foreign 
option  product  until  the  Commission 
specifically  authorizes  such  foreign 
option  to  be  offered  and  sold  in  the 
United  States.  '*  As  a  consequence.  Rule 
30.3(a)  permits  the  Commission,  as 
stated  in  the  release  accompanying  the 
proposed  rules,  to  consider,  among  other 
things,  its  ability  to  determine  whether 
or  not  a  particular  trade  has  been 
transmitted  to  and  executed  on  a  foreign 
exchange  in  determining  whether  to 
authorize  transactions  in  specffic  forei^ 
exchange-traded  options.  * 

By  separate  letters  dated  September  3, 
1987,  the  Singapore  International 
Monetary  E^^ange  ("SIMEX”)  and  the 
regulatory  authority  which  governs  that 
exchange,  the  Monetary  Authority  of 
Singapore  (“MAS”),  requested  that  the 
Commission  authorize  the  offer  and  sale 
of  option  contracts  traded  on  SIMEX  to 


*  See  51  FR  12104. 12105  (April  a  1986).  The 
pattern  of  abuses  that  was  characteristic  of  option 
sales  practices  in  the  past,  and  which  contributed  to 
the  Commission's  decision  to  suspend  all  option 
sales  in  197a  included  the  unavailability  of  data 
necessary  to  permit  a  detennination  whether  orders 
for  options  had  in  fact  been  executed  or  whether 
they  simply  had  been  "bucketed".  See  43  FR  16155 
(April  17. 1978). 

*  Although  the  statutory  prohibition  on  the  offer 
and  sale  of  foreign  options  formerly  contained  in 
section  4c(c)  of  the  Commodity  Exchange  Act 
(“Act”)  has  been  removed,  see  Futures  Trading  Act 
of  198a  Pub.  L.  99-641.  section  102. 100  Stat.  3556 
(1987),  the  regulatory  prohibition  in  Commission 
Rule  32.11, 17  CFR  32.11  (1967),  adopted  pursuant  to 
section  4c(b)  of  the  Act,  remains  in  effect. 

«  52  FR  28660,  26996.  Notwithstanding  the 
prohibition  in  Commission  Rule  30.3(a).  non¬ 
domestic  exchange-traded  options  which  are  traded 
pursuant  to  the  trade  option  exemption  in 
Commission  Rule  32.4(a).  17  CFR  32.4(a)  (1987),  may 
continue  to  be  offered  and  sold. 

»  51  FR  12104. 12105. 
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persons  located  in  the  United  States.  By 
letter  dated  September  29, 1987,  the 
Commission  advised  that  the  request  on 
behalf  of  SIMEX  would  be  addressed 
pursuant  to  Commission  Rule  30.3(a]. 

II.  Recommendation 

The  Division  of  Trading  and  Markets 
(“Division”)  has  carefully  reviewed  and 
considered  the  application  of  SIMEX  to 
offer  and  sell  option  products  traded  on 
SIMEX  in  the  United  States,  in 
particular  addressing:  (1)  The 
availability  of  certain  information 
relevant  to  preventing  abuses  in  the 
trading  of  such  contracts;  (2)  the 
arrangements  in  place  for  deterring 
sales  practice  abuses;  (3)  the  ability  of 
United  States  customers  to  redress 
grievances  with  respect  to  the  conduct 
of  trading  and  other  offshore  activities 
relevant  to  the  offer  and  sale  of  SIMEX 
option  products;  and  (4)  the  regulatory 
environment  in  which  such  options  are 
traded.  As  discussed  more  fully  below, 
based  upon  its  determinations  with 
respect  to  the  foregoing  matters,  and 
subject  to  the  terms  and  conditions 
specified  herein,  the  Division 
recommends  that  the  Commission 
publish  in  the  Federal  Register  this 
memorandum  and  approve  and  publish 
the  attached  order  permitting  certain 
option  contracts  traded  on  SIMEX  to  be 
offered  and  sold  in  the  United  States.  * 

III.  Discussion 

Information  Sharing 

Prior  to  the  imposition  of  the  options 
ban  in  1978,  the  ability  of  the 
Commission  to  address  problems  which 
occurred  with  respect  to  the  offer  and 
sale  of  certain  ostensibly  foreign  options 
in  the  United  States  was  impeded  by  the 
inaccessibility  of  information  from  their 
purported  jurisdiction  of  origin.  As  a 
consequence,  in  determining  to  lift  the 
options  ban  with  respect  to  foreign 
products,  the  Commission  indicated  that 
a  primary  consideration  would  be  the 
availability  of  transaction  information.'' 
In  connection  with  the  petition  of 
SIMEX  under  Rule  30.3(a],  MAS  has 
advised  the  Commission  in  a  letter 
dated  December  21, 1987,  and  the 
Commission  in  a  letter  to  MAS  dated 
January  14, 1988  has  acknowledged,  that 
MAS  will  share  with  the  Commission, 


*  See  attached  list  of  option  contracts  and  terms 
and  conditions.  The  Division  believes  that  review  of 
the  individual  foreign  option  contracts  should  be 
limited  at  this  time  to  the  regulatory  issues 
discussed  above  and  should  not  include  an  analysis 
of  whether  these  foreign  option  contracts  would 
meet  the  Commission's  economic  purpose  tests,  17 
CFR  33.4(a)(S)(i)  (1987),  or  other  criteria  relating  to 
the  specific  terms  and  conditions  of  the  option 
contract.  See  17  CFR  33.4. 

^  52  FR  28980.  2896a 


on  an  “as  needed"  basis,  information 
relevant  to  SIMEX  option  transactions 
proposed  to  be  entered  into  with  or  on 
behalf  of  United  States  customers 
pursuant  to  Rule  30.3(a).  The  foregoing 
exchange  of  correspondence  confirms 
that  the  Commission’s  assessment  of 
need  will  be  determinative.  The 
assurances  of  MAS  concerning 
information  sharing  on  an  as  needed 
basis  extend,  but  are  not  limited,  to 
information  as  to  trade  confirmations, 
offshore  funds  committed  to  SIMEX 
option  transactions,  firm-related  fitness 
(such  as  standing  to  do  business  and 
financial  condition),  and  the  sales 
practices  of  firms  selling  from  Singapore 
into  the  United  States.  MAS  also  has 
provided  the  Commission  with  further 
assurances  that  the  secrecy  provisions 
of  the  Singapore  banking  laws  will  not 
interfere  with  its  sharing  of  information 
with  the  Commission  concerning  options 
trading  activities.  In  addition,  MAS  and 
SIMEX  *  have  each  represented  that  all 
statements  that  were  made  with  respect 
to  information  sharing  in  connection 
with  the  Commission's  consideration  of 
proposed  rules  submitted  by  the  Chicago 
Mercantile  Exchange  (“CME”)  to 
implement  the  CME-SIMEX  linkage 
extend  equally  and  without  restriction 
to  transactions  in  options  trade  on 
SIMEX.® 

Sales  Practice  Audits 

In  developing  its  pilot  program  for 
domestic  exchange-traded  options,  the 
Commission  specifically  required  as  a 
condition  of  designation  that  the 
contract  market  seeking  approval  of  an 
option  adequately  provide  for  the 
monitoring  and  detection  of  sales 
practice  abuses.'®  As  such  abuses 
ultimately  contributed  to  the  banning  of 
options  trading  altogether  in  1978,  the 
Commission  has  indicated  that  any 
options  offered  in  the  United  States 
must  be  subject  to  an  adequate  sales 


*  See  letter  bom  Ang  Swee  Tian,  General 
Manager,  SIMEX,  dated  September  3, 1987  and 
letter  from  Koh  Beng  Seng.  Director,  Banking  and 
Financial  Institutions  Department.  MAS,  dated 
February  4. 1988. 

*  In  this  regard,  in  connection  with  the 
Commission's  consideration  of  the  CME-SIMEX 
mutual  o^set  system,  MAS  specifically  had 
conflrmed  the  Commission's  understanding  that: 

SIMEX  will  have  the  same  powers  for  requiring 
the  disclosure  of  positions  as  does  the  CME  and 
*  *  *  the  secrecy  provisions  of  the  Singapore 
Banking  Laws  will  not  apply  in  trading  involving 
gold  and  financial  futures  on  SIMEX.  Necessary 
surveillance  information  will  be  readily  available 
from  SIMEX  to  the  (Commission]  or  MAS  for 
purposes  of  intermarket  supervision  to  further  the 
prevention  of  manipulation,  fraud  or  in  an 
enforcement  proceeding.  See  telex  from  MAS  to 
Commission  dated  March  2, 1984  conforming 
Commission  telex  to  MAS  dated  February  17, 1984. 

“>  See  48  FR  54500,  54502  (November  3, 1981). 


practice  audit  program."  In  this 
connection,  SIMEX  represents  that  it 
has  adopted  rules,  discussed  more  fully 
below,  regarding  option  sales  practices 
including,  but  not  limited  to,  customer 
complaints,  supervision  of  employees 
and  accounts,  solicitation,  notification  of 
disciplinary  actions,  risk  disclosure, 
discretionary  accounts  and  promotional 
material,  which  are  virtually  identical  to 
rules  of  the  CME  with  respect  to  the 
same  subjects.'®  Additionally,  MAS 
represents  that  will  ensure  that  sales 
practice  audits  of  firms  in  Singapore 
selling  SIMEX  options  into  the  United 
States  will  be  conducted  on  a  regular 
basis.'®  SIMEX  also  has  made 
arrangements  with  the  National  Futures 
Association  (“NFA”),  which  NFA  has 
confirmed  by  letter  dated  June  10, 1988, 
to  assure  that  the  sales  practices  of 
firms  located  in  the  United  States 
engaged  in  such  activities  will  be 
audited.''* 

Dispute  Resolutian 

In  considering  linkage  arrangements 
intended  in  part  to  foster  trading  among 
domestic  and  foreign  markets,  the 
Commission  has  indicated  that  a 
material  factor  in  its  decision  to  approve 
such  arrangements  was  the  existence  of 
a  mechanism  to  permit  United  States 
customers  to  seek  relief  for  disputes 
occurring  in  the  linked  jurisdiction.'® 
The  availability  of  a  forum  to  address 
complaints  with  respect  to  trade 
execution  also  is  relevant  to  any 
determination  to  lift  the  ban  on  foreign 
option  products.  This  is  because  the 
provision  of  such  a  forum  evidences  the 
relevant  foreign  jurisdiction's  intention 
to  afford  practical  mechanisms  to 
address  complaints  originating  with 
customers  not  located  in  that 
jurisdiction  and  to  assure  a  fair  trading 
environment.  In  this  connection,  in  its 
March  2, 1984  telex  to  the  Commission 


>•/</. 

•*  See  SIMEX  rules  AA02-AA06  and  AA08 
discussed,  infra. 

5^  letter  from  MAS  dated  February  4. 1988. 

**  On  lanuary  14, 1988.  the  Commission  approved 
amendments  to  NFA's  Bylaws  and  the  adoption  of 
new  Bylaws  to  provide  for  the  regulation  of  the 
foreign  futures  and  option  activities  of  NFA 
members  and  associates.  By  letter  dated  (une  10, 
1968  from  Daniel  A.  Driscoll,  Vice-President  of  the 
NFA,  to  Andrea  M.  Corcoran,  Director.  Division  of 
Trading  and  Markets,  the  NFA  conBrmed  that  the 
NFA  and  U.S.  exchanges  which  are  a  party  to  a 
joint  sales  practice  audit  agreement  will  provide 
sales  practice  audit  services  addressing  sales  of 
SIMEX  options. 

“  See  staff  memorandum  (“Staff  Memorandum") 
dated  August  28, 1964,  analyzing  CME-SIMEX 
linkage  at  p.  51;  see  also  staff  memorandum  dated 
August  1. 1988,  analyzing  the  Commodity  Exchange, 
Inc. — Sydney  Futures  Exchange  linkage  at  p.  22. 
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in  connection  with  the  mutual  offset 
system,  MAS  confirmed  that: 

SIMEX  will  establish  an  arbitration  system 
similar  to  that  of  the  CME  which  will  be 
available  to  U.S.  citizens  for  resolution  of 
disputes  and  further  that  U.S.  citizens  have 
access  to  the  Singapore  judicial  system  for 
actions  involving  Singaporeans,  just  as 
citizens  of  other  nations  may  use  U.S.  courts 
in  actions  against  U.S.  citizens. 

In  December  1984,  the  Board  of 
Directors  of  SIMEX  approved  rules 
which  established  an  arbitration  system 
for  the  resolution  of  disputes  involving 
transactions  on  SIMEX  or  pursuant  to 
the  mutual  offset  system  with  CME. 
Pursuant  to  these  rules,  SIMEX 
maintains  a  forum  for  resolution  of 
disputes  arising  out  of  transactions 
conducted  on  SIMEX,  including  the 
mutual  offset  system  with  CME.*®  All 
claims  not  exceedings  $15,000 
(approximately  US$7,500),  submitted  no 
more  than  one  year  since  the  party 
making  the  claim  knew  or  should  have 
known  of  the  act  or  transaction  that  is 
the  subject  of  the  dispute,  are  arbitrable 
under  these  rules.  MAS  has  confirmed  in 
its  letter  of  December  21, 1987,  that 
although  all  parties  have  the  right  to  be 
present  when  the  arbitration  board 
appointed  pursuant  to  SIMEX  rules 
hears  a  case,  such  presence  is  not 
mandatory.  Under  the  rules,  the 
arbitration  board  must  consider  all 
written  documents  submitted  under  oath 
or  affirmation  in  resolving  disputes 
committed  to  arbitration.  Thus,  a  foreign 
futures  and  option  customer  may 
arbitrate  a  claim  using  documentary 
evidence  only. 

Regulatory  Environment 

When  options  were  originally  banned 
in  the  United  States,  they  had  not  been 
subjected  to  a  full  regulatory  program.  It 
is  appropriate,  therefore,  to  inquire  as  to 
whether  the  market  which  proposes  to 
offer  option  products  in  the  United 
States  has  a  regulatory  structure  which 
addresses  market  integrity  and  the  sales 
practices  of  firms  doing  business  with 
United  States  firms  or  customers.*’  This 
review  is  for  the  purpose  of  establishing 
the  existence  of  a  supervised 
marketplace  and  does  not  constitute  a 
comparability  analysis  of  the  nature 
required  under  Rule  30.10  for  certain 
other  relief  the  Commission  may  accord 
under  its  foreign  futures  and  option 
rules.*®  This  review  was  facilitated  by 


'•  See  Chapter  6,  SIMEX  Rules,  and  "Your  Right 
to  Arbitration,”  a  SIMEX  publication. 

Although  the  Commission  has  not  indicated  an 
intention  to  review  the  terms  and  conditions  of 
foreign  option  products,  see  S.  Rep.  No.  384,  97th 
Cong.,  2d  Sess.  45-46  (1962),  the  Commission's 
authority  with  respect  to  options  is  plenary. 

'*  52  FR  28980,  29001. 


the  detailed  scrutiny  given  SIMEX 
during  the  Commission’s  consideration 
of  the  rules  submitted  by  the  CME  to 
implement  the  mutual  offset  system 
linkage  agreement  between  the  CME 
and  SIMEX.*®  In  reviewing  that 
application,  the  Commission’s  staff 
analyzed,  among  other  things,  the 
customer  protection,  market 
surveillance  and  trade  practice 
surveillance  rules  of  the  Exchange.  The 
Staff  Memorandum  concluded  that 
the  systems  and  rules  adopted  by 
SIM^,  if  observed,  afforded  many  of 
the  protections  found  on  regulated 
United  States  markets.  Rule 
enforcement  reviews  conducted  to  date 
of  the  CME  have  reported  no  significant 
deficiencies  in  the  operation  of  the 
CME-SIMEX  linkage. 

Subsequent  to  the  Commission’s 
approval  of  the  CME-SIMEX  mutual 
offset  system,  Singapore  adopted  the 
Singapore  Futures  Trading  Act  of  1986 
and  Regulations  thereunder,  copies  of 
which  have  been  provided  to  the 
Commission.  The  MAS  and  SIMEX 
represent  that  the  Singapore  Futures 
Trading  Act  and  the  Regulations 
promulgated  thereunder  establish  a 
regulatory  environment  which  parallels 
that  established  under  the  Commodity 
Exchange  Act  and  Commission  rules  in 
terms  of  the  subjects  addressed,  the 
content  of  the  statutory  and  regulatory 
provisions  and  the  provisions  for 
effecting  compliance  therewith. 
Specifically,  in  support  of  the  SIMEX 
application  to  sell  its  option  products 
within  the  United  States,  MAS  and 
SIMEX  represent  that  the  Singapore 
Futures  Trading  Act  of  1986  and  the 
Regulations  thereunder  are  intended  to 
promote  market  integrity  and  to  provide 
a  fair  trading  environment  for  Singapore 
futures  and  option  products,  as  follows: 


In  generally  excluding  transactions  executed 
pursuant  to  a  linkage  agreement  between  one  or 
more  foreign  boards  of  trade  and  a  United  States 
contract  market  from  the  application  of  the  foreign 
futures  and  option  rules,  the  Commission  noted  that 
linked  transactions  and  the  regulatory  environment 
in  which  such  transactions  occur  would  be 
separately  subject  to  Commission  review  under 
section  5a(12)  of  the  Act.  Specifically,  Rule  30.3(a) 
reads,  in  part,  as  follows: 

*  *  *  And,  provided  farther.  That,  with  the 
exception  of  the  disclosure  and  antifraud  provisions 
set  forth  in  {§  30.6  and  30.9  of  this  part,  the 
provisions  of  this  part  shall  not  apply  to 
transactions  executed  on  a  foreign  board  of  trade, 
and  carried  for  or  on  behalf  of  a  customer  at  a 
designated  contract  market,  subject  to  an  agreement 
with  or  rules  of  a  contract  market  which  permit 
positions  in  a  commodity  interest  which  have  been 
established  in  one  market  to  be  liquidated  on 
another  market. 

Staff  Memorandum  at  p.  87. 


a.  Authorization  of  Exchanges  (Fitness 
of  the  Marketplace) 

Section  4  of  the  Singapore  Futures 
Trading  Act  vests  sole  authority  for  the 
establishment  of  exchanges  in  a 
governmental  body,  the  Monetary 
Authority  of  Singapore.  Before  MAS 
may  designate  an  entity  as  a  futures 
exchange,  it  must  be  satisfied  that, 
among  other  things,  the  futures 
exchange  has  business  rules  to  ensure 
that:  (1)  Standards  for  membership, 
including  procedures  for  the  expulsion, 
suspension  or  discipline  of  members  for 
conduct  inconsistent  with  just  and 
equitable  principles  in  connection  with 
the  transaction  of  business  are 
maintained;  (2)  obligations  arising  out  of 
futures  contracts  entered  into  on  that 
exchange  will  be  honored;  (3)  floor 
trading  practices  are  fair  and  properly 
supervised;  (4)  adequate  measures  have 
been  taken  to  prevent  manipulation  and 
excessive  speculation;  (5)  adequate 
provision  has  been  made  to  record  and 
publish  details  of  trading;  (6)  a 
compensation  fund  or  other  system 
acceptable  to  MAS  has  been  established 
to  compensate  customers  who  suffer 
loss  as  a  result  of  theft  by  persons 
entrusted  with  customer  funds;  and  (7) 
generally  the  exchange  is  capable  of 
carrying  on  business  with  due  regard  to 
the  interests  and  protection  of  the 
public.  These  rules  establish  trading 
standards  and  also  require  the 
maintenance  of  trading  records  essential 
to  effective  information  sharing  with 
respect  to  option  transactions. 

b.  Licensing  of  Firms  And  Personnel 
(Fitness  Standards  For  Professionals) 

Sections  10-24  of  the  Singapore 
Futures  Trading  Act  establish  licensing 
standards  for  futures  brokers,  trading 
advisers,  pool  operators  and  their 
representatives.  The  licensing  procedure 
for  persons  dealing  with  the  public  is  set 
forth  in  the  Second  Schedule  of  the 
Regulations  promulgated  pursuant  to  the 
Singapore  Futures  Trading  Act.  For 
example.  Form  3,  Application  for 
Futures  Broker’s  License,  requires,  inter 
alia,  the  disclosure  of  controlling 
interests  in  the  broker,  a  detailed 
description  of  its  organization,  prior 
licenses  or  revocations  of  licenses, 
convictions,  bankruptcies  and  previous 
employment  history  of  principals  for  the 
past  5  years.  Under  sections  14  and  15  of 
the  Singapore  Futures  Trading  Act,  MAS 
has  the  authority  either  to  refuse  to 
grant  or  renew  a  license  under  certain 
conditions,  including  the  failure  to 
disclose  information,  a  previous 
bankruptcy  or  conviction  of  offenses 
involving  fraud  or  dishonesty,  or  to 
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grant  or  renew  a  license  subject  to 
conditions.  These  rules  are  intended  to 
establish  a  standard  of  fitness  for 
market  professionals  who  handle 
customer  money  and  deal  with  the 
public. 

c.  Financial  Requirements  (Fitness 
Standards  For  Firms) 

Regulation  12  sets  forth  minimum 
financial  requirements  for  futures 
brokers.  In  essence.  Regulation  12(1) 
requires  that  an  amount  equal  to  the 
higher  of  S$250,0(X)  (US$122,500)  or  10% 
of  mandatory  segregated  customer  funds 
be  maintained  at  all  times.^* 

(Segregated  funds  include  money, 
securities  or  property  received  by  a 
futures  broker  to  margin,  guarantee  or 
secure  contracts  in  futures  trading  or 
accruing  to  a  customer  as  a  result  of 
such  trading.)  In  addition,  Regulation 
12(2)  requires  futures  brokers  to  file 
quarterly  financial  reports,  including 
statements  of  financial  condition, 
computation  of  adjusted  net  capital  and 
segregation  requirements  and  location  of 
segregated  funds.  See  Forms  21,  22  and 
23  in  the  Second  Schedule  of  the 
Regulations.  These  rules  establish  a 
standard  of  Hnancial  fitness  which  is 
relevant  to  the  expectation  that 
members  will  comply  with  applicable 
rules  and  the  capacity  of  members  to 
meet  their  obligations  in  the 
marketplace. 

d.  Treatment  of  Customer  Funds  And 
Property 

Section  37  of  the  Singapore  Futures 
Trading  Act  deHnes  customer  funds  as 
all  money,  securities  or  property 
received  by  a  futures  broker  to  margin, 
guarantee  or  secure  contracts  in  futures 
trading,  or  accruing  to  a  customer  as  a 
result  of  such  trading.  That  section  of 
the  Act  and  Regulation  15  thereunder 
require  a  futures  broker  to  treat  and  deal 
with  customer  funds  as  belonging  to  that 
customer  and  prohibit  commingling  of 
customer  funds  with  the  broker’s  own 
funds.*®  Under  section  25  of  the  Act  and 
Regulation  15(1),  each  futures  broker  is 
required  to  keep  books  and  records 
which  accurately  disclose  all  customer 
transactions  and  trace  the  flow  of  funds. 
In  addition.  Regulation  15(3)(1)  restricts 
the  investment  of  customer  funds  to 
Singapore  Government  securities,  any 
debt  instruments  of  the  government  of 
the  country  in  which  the  market  or 


*'  Conversions  at  June  21. 1988  as  published  in 
the  Washington  Post,  [une  22. 1988. 

**  Although  margin  is  not  required  for  purchased 
put  or  call  options,  the  full  premium  must  be  paid  in 
cash.  SIMEX  does  maintain  margin  requirements  on 
short  option  positions.  See  SIMEX  rule  AA07  and 
terms  and  conditions  of  options  on  foreign  currency 
futures  traded  on  SIMEX.  attached. 


futures  exchange  where  the  futures 
broker  normally  transacts  its  business  is 
situated,  and  any  securities  or 
instruments  as  MAS  from  time  to  time 
may  prescribe.  CertiHed  audits  of 
accounts  are  mandated  by  section  27  of 
the  Singapore  Futures  Trading  Act  for 
futures  brokers.  An  auditor  for  a  futures 
broker  is  required  under  section  28  to 
notify  MAS  if  at  any  time  the  auditor 
becomes  aware  of  any  adverse  financial 
matter.  These  rules  provide  certain 
protections  for  customer  funds 
committed  to  trading  on  SIMEX.  These 
rules  may  also  aosist  in  tracing  funds 
offshore  that  are  the  subject  of  actions 
in  the  United  States. 

e.  Market  Integrity 

Section  42  of  the  Singapore  Futures 
Trading  Act  authorizes  MAS  or  an 
exchange,  with  the  approval  of  MAS,  to 
establish  position  and  trading  limits  to 
diminish  or  prevent  excessive 
speculation.  Regulation  16  provides  that 
the  position  limits  for  “futures 
contracts”  listed  on  SIMEX  shall  be 
the  quantity  determined  by  SIMEX  and 
approved  by  MAS.  In  addition,  SIMEX 
maintains  a  large  trader  reporting 
system  similar  to  that  maintained  by  the 
Commission.**  Sections  50-57  of  the 
Singapore  Futures  Trading  Act  prohibit 
offenses  such  as  false  trading, 
bucketing,  manipulation  and  fraudulent 
or  deceptive  devices,  and  provide  for 
penalties  of  up  to  a  SSlOO.OOO 
(US$49,000)  fine  and  seven  years 
imprisonment. 

f.  Other  Customer  Protections 

Section  39  of  the  Singapore  Futures 
Trading  Act  requires  customers  to  be 
provided  with  a  risk  disclosure 
statement  in  a  form  mandated  by  MAS. 
Regulations  17  and  18  require  futures 
brokers  to  provide  confirmation 
statements  and  monthly  account 
statements  to  their  customers. 
Regulations  19,  20  and  21  establish 
business  conduct  standards  for  firms 
which  include  performance  disclosure 
and  disclosure  of  conflicts  of  interest 
where  appropriate. 

g.  SIMEX  Option  Rules 

SIMEX  has  submitted  its  option 
rules  *®  which  it  represents  are  virtually 


The  term  “futures  contract"  is  defined  under 
section  2  of  the  Singapore  Futures  Trading  Act  to 
include  commodity  options.  SIMEX  Rule  532 
authorizes  SIMEX  to  establish  position  limits  on 
options. 

s*  See  Agreement  for  the  Creation  of  a  Mutual 
Offset  System  between  the  Chicago  Mercantile 
Exchange  and  the  Singapore  International  Monetary' 
Exchange  Limited.  June  28. 19M,  p.  22. 

In  his  February  4. 1988  letter  to  the 
Commission.  Koh  Bang  Seng.  Director.  Banking  and 


identical  to  the  rules  of  the  CME.  These 
rules  contemplate  that  SIMEX  takes 
responsibility  for  ensuring  sales  practice 
compliance  by  its  members,  maintains 
fair  requirements  for  executions,  and 
monitors  the  Hnancial  soundness  of  its 
members.  SIMEX  represents  that  it 
maintains  in  effect  and  enforces  rules 
which: 

(1)  Prohibit  members  from  soliciting  or 
accepting  option  orders  from  any  person  who 
the  member  has  reason  to  believe  may  be 
soliciting  orders  in  contravention  of  the 
Singapore  Futures  Trading  Act.**  Compare 
SIMEX  rule  AAlO  with  CME  rule  1010. 

(2)  Dehne  exercise  conditions— exercise  by 
buyer,  assignment  of  exercise  notices  by  the 
clearing  house,  and  exercise  or  assignment 
under  emergency  conditions.  Compare 
SIMEX  rule  XX02  with  CME  rules  5002  and 
5003. 

(3)  Require  clearing  members  to  adopt 
written  procedures  for  allocating  option 
exercise  notices  in  a  fair  and  non-preferential 
manner.  Compare  SIMEX  rule  AA09  with 
CME  rule  1009. 

(4)  Define  put  and  call  options,  expiration 
date,  out-of-the-money  options,  imthe-money 
options  and  exercise  or  strike  price.  Compare 
SIMEX  definitions  with  CME  Chapter  10. 

(5)  Require  the  full  payment  of  premiums. 
Compare  SIMEX  rule  AA07  with  CME  rule 

1007. 

(6)  Require  members  to  record  all  customer 
complaints  and  send  a  copy  of  each 
complaint  and  its  resolution  to  SIMEX. 
Compare  SIMEX  rule  AA02  with  CME  rule 
1002. 

(7)  Require  clearing  members  to  have 
written  procedures  for  supervising  customer 
accounts,  including  the  solicitation  thereof. 
Compare  SIMEX  rule  AA03  with  CME  rule 
1003. 

(8)  Require  members  to  notify  SIMEX  of 
any  disciplinary  actions  concerning  the  offer 
or  sale  of  options.  Compare  SIMEX  rule 
AACM  with  CME  rule  1004. 

(9)  Require  clearing  members  to  submit 
option  promotional  material  to  SIMEX. 
Compare  SIMEX  rule  AA08  with  CME  rule 

1008. 

(10)  Require  the  distribution  of  a 
mandatory  options  risk  disclosure  statement 
to  customers  and  receipt  of  acknowledgment 
from  the  customer.  Also  require  the 
disclosure  of  all  commissions,  fees  and  other 
costs  prior  to  entering  into  the  ffrst  option 
transaction.  Compare  SIMEX  rule  AA05  with 
CME  rule  1005. 

(11)  With  respect  to  discretionary  accounts, 
require  that  customers  are  provided  with  an 


Financial  Institutions  Department.  MAS. 
represented  that  SIMEX  rules  relating  to  option 
contracts  on  Eurodollar  futures  came  into  force  on 
September  25. 1987,  while  those  relating  to  option 
contracts  on  the  Deutschemark  and  Yen  futures 
contracts  became  effective  on  November  27. 1987. 
These  are  the  oplion  contracts  which  are  the  subject 
of  SIMEX's  petition  of  September  3, 1987. 

**  Sections  54  and  55  of  the  Singapore  Futures 
Trading  Act  prohibit  the  employment  of  any 
fraudulent  or  deceptive  devices  in  connection  with 
any  transaction  or  fraudulently  inducing  trading  in  a 
futures  contract. 
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explanation  of  the  nature  and  risks  of  the 
strategy  or  strategies  to  be  used  with  that 
account,  that  an  officer  approve  in  writing  the 
discretionary  authority  prior  to  trading  and 
that  discretionary  orders  be  identified. 
Compare  SIMEX  rule  AAOe  with  GME  rule 
1006. 

These  rules  generally  address  the 
regulatory  concerns  the  Commission 
identified  in  setting  forth  conditions  for 
the  designation  of  U.S.  contract  markets 
in  options.  See  Commission  Rule  33.4.  In 
this  connection,  MAS  and  SIMEX 
specifically  represent  that  the  regulatory 
environment  governing  transactions  on 
SIMEX  provides  many  of  the  protections 
found  on  regulated  United  States 
markets. 

IV.  Conclusion 

Based  upon  the  foregoing,  the 
representations  of  SIMEX  and  MAS 
contained  in  their  separate  letters  dated 
September  3, 1987,  letters  from  MAS 
dated  December  21, 1987,  and  February 
4, 1988,  and  pursuant  to  Commission 
Rule  30.3(a],  the  Division  recommends 
that  the  Commission  publish  in  the 
Federal  Register  this  memorandum  and 
approve  and  publish  the  attached  order 
authorizing  the  offer  and  sale  in  the 
United  States  of  options  traded  on 
SIMEX  subject  to  the  following  terms 
and  conditions: 

(1)  Except  as  otherwise  permitted  under  the 
Commodity  Exchange  Act  and  regulations 
thereunder,  that  no  offer  or  sale  of  any 
SIMEX  option  product  in  the  United  States 
will  be  made  until  thirty  days  after 
publication  in  the  Federal  Register  of  notice 
specifying  the  particular  option(s)  to  be 
offered  and  sold  pursuant  to  the  order, 

(2)  That  MAS  and  SIMEX  represent  that  all 
transactions  with  respect  to  the  option(s) 
referenced  in  such  notice  will  be  governed  by 
the  Singapore  Futures  Trading  Act  of  1986 
and  Regulations  thereunder,  and  SIMEX 
option  rules  as  more  particularly  discussed  in 
this  Staff  Memorandum  and  that  MAS  and/or 
SIMEX  will  provide  the  Commission  with 
information  as  to  all  material  changes  therein 
promptly; 

(3)  That  options  on  futures  on  stock 
in^ces  and  options  on  futures  on  foreign 
government  debt  securities  will  not  be 
permitted  to  be  offered  and  sold  absent 
certain  additional  procedures; 

(4)  That  options  traded  pursuant  to  the 
order  may  only  be  offset  on  SIMEX  or 
another  market  with  respect  to  which  the 


See  52  FR  28980, 28982  na  and  section  2a(l)  of 
the  Act." 

*•  See  section  2a(l)  of  the  Act,  section  3(a)(l2)  of 
the  Securities  Exchange  Act  of  1934  and  Rule  3al2-8 
promulgated  thereundw. 


Commission  has  approved  a  linkage 
arrangement  with  SIMEX; 

(5)  That  options  traded  pursuant  to  the 
order  may  only  be  offered  and  sold  by 
persons  registered  in  the  appropriate 
capacity  under  the  Commodity  Exchange  Act 
or  by  persons  who  have  been  granted  an 
exemption  from  registration  under  Rule  30.10 
based  on  comparability  of  regulation,  but 
may  not  be  offered  and  sold  by  persons  doing 
business  in  the  United  States  pursuant  to  the 
Commission's  interim  order  issued  on 
January  29, 1988  (53  FR  3338  (Feb.  5, 1988)); 
and 

(6)  If  experience  demonstrates  that  the 
continued  effectiveness  of  the  order  would  be 
contrary  to  public  policy  or  the  public  interest 
or  that  the  operation  or  execution  of  the 
systems  and  arrangements  in  place  for  the 
trading  of  the  option  products  subject  thereto, 
or  the  exchange  of  information  with.respect 
to  such  products,  do  not  warrant  continuation 
of  the  authorization  granted  therein,  the 
Commission  may  modify,  suspend,  terminate 
or  otherwise  restrict  the  authorization 
granted  in  the  order,  as  appropriate,  on  its 
own  motion. 

SIMEX  has  specified  that  the 
following  option  contracts,  the  terms 
and  conditions  for  which  are  attached 
hereto,  will  initially  be  offered  and  sold 
in  the  United  States:  Options  on 
Eurodollar  Futures,  Options  on  Japanese 
Yen  Futures  and  Options  on 
Deutschemark  Futures.  As  noted  in 
condition  (6)  above,  the  Division 
recommends  that  the  Commission  retain 
the  authority  to  terminate  the  order 
granting  authorization  to  offer  and  sell 
SIMEX  options  in  the  United  States  or  to 
take  such  other  steps  as  may  be 
appropriate  in  light  of  the 
circumstances.  In  that  connection,  if  the 
order  is  approved  by  the  Commission, 
the  Division  intends  to  monitor  the  offer 
and  sale  of  SIMEX  options  to  persons  in 
the  United  States  pursuant  to  the  terms 
of  the  recommended  order  and  to  make 
recommendations  for  further  action  to 
the  Commission,  as  appropriate  in  light 
of  the  operation  of  that  program. 

Contract  Options  on  Eurodollar  Futures. 
Ticker  Symbols: 

Calls:  CE 
Puts:  PE 

Contract  Value:  One  Eurodollar  Futures 
Contract. 

Contract  Months:  March,  June,  September, 
December. 

Strike  Price:  50-point  intervals  for  Eurodollar 
levels  below  ^.00  and  25-point  intervals 
for  Eurodollar  levels  above  91.00. 

Minimum  Price  Fluctuation:  0.01  Eurodollar 
point  (US$25)  except  that  trades  may  occur 
at  a  price  of  US$l-if  such  trades  result  in 
the  liquidation  of  position  for  both  parties 
to  the  trade. 


Price  Limit  None. 

Trading  Hours:  8:30  am  to  5:20  pm  (Singapore 
time)  (same  as  for  Eurodollar  futures). 

Lost  Trading  Day:  Same  date  and  time  as  the 
underlying  Eurodollar  futures  (i.e.  the 
second  London  business  day  before  the 
third  Wednesday  of  the  contract  month). 
News  Vendor  Reference:  Reuters — SMOA  to 
SMOZ. 

Telerate— 27800  to  27840. 

Notes: 

Strike  Prices 

When  a  new  contract  month  is  listed  for 
trading,  there  will  be  Put  and  Call  strike 
prices  in  a  range  of  1.50  index  points  above 
and  below  the  nearest  strike  price  to  the 
underlying  futures  price.  For  example,  if  the 
March  ED  futures  closed  at  91.38  on  the 
previous  day,  the  strikes  listed  for  March 
Puts  and  Calls  would  be:  90.00, 90.50, 91.00, 
91.25,  91.50, 91.75,  92.00, 92.25, 92.50, 92.75  and 
93.00. 

A  new  strike  price  will  be  listed  for  both 
Puts  and  Calls  when  the  underlying  futures 
price  touches  within  half  a  strike  price 
interval  of  either  the  second  highest  or 
second  lowest  strike  prices.  As  an  example,  if 
the  March  Eurodollar  futures  price  touches 
91.63  after  the  options  are  listed  as  in  the 
above  example,  then  a  new  strike  price  at 
93.25  will  be  listed  for  Puts  and  Calls  the  next 
day.  (No  new  options  will  be  listed,  however, 
with  less  than  10  calendar  days  until 
expiration.) 

Minimum  Margin 

No  margin  is  required  for  Put  or  Call  option 
buyers,  but  the  full  premium  must  be  paid  in 
cash.  Check  with  your  broker  for  margins  on 
short  option  positions  and  combinations  of 
option/futures  positions. 

Exercise  Procedure  - 

Option  buyers  may  exercise  on  any  trading 
day.  Check  with  your  brokerage  firm  for  its 
exercise  procedure. 

Exercise  results  in  a  long  futures  position 
for  a  Call  buyer  or  a  Put  seller,  and  a  short 
futures  position  for  a  Put  buyer  or  a  Call 
seller,  liie  futures  position  is  effective  on  the 
trading  day  immediately  following  exercise, 
and  is  marked-to-market  to  the  settlement 
that  day. 

Expiration 

Options  expire  at  5:00  p.m.  on  the  last 
trading  day.  However,  your  broker  may  set  a 
considerably  earlier  cut-off  time  for 
exercising  expiring  options.  Always  check 
with  your  broker  for  exercise  deadlines.  A 
Eurodollar  option  that  is  in-the-money  and 
has  not  been  liquidated  or  exercised  prior  to 
the  termination  of  trading  shall  be  exercised 
automatically  (in  the  absence  of  contrary 
instructions  delivered  to  the  SIMEX  clearing 
house  by  5:00  p.m.  on  the  expiration  date). 
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Contract  Specifications  • 


Trading  unit 

- 1 

Strike  price 

i 

Premium  Quotations 

Ticker  symbols 

Minimum  price  j 

Suctuation  (tick  size)  i 

Trading  hours 

Options  on  JY 

One  Japanese  yen  futures 

'  Intervals  of  .01  < 

Quotations  are  cents  per 

Calls;  CY;  Puts 

0001  (  ($.000001), 

8:15  a.m.  to  5:05  p.m 

futures. 

contract  (covering 

JY1 2,500,000)  of  the 
specified  contract  ntonth. 

(eg.  $.0042, 
$.0043, 

$.0044). 

Japanese  yen.  A  quote 
of  .0050t  represents  an 
option  price  of  $625. 
($.000050  X 

JY1 2.500.000). 

PY 

equal  to  $12.50  (same 
as  JY  futures) 

Singapore  time 
(same  as  JY 
futures) 

Options  on  DM 

One  deutschemark  futures 

Numbers  in 

Quotations  are  cents  per 

Cans:  CM; 

.OK  ($.0<X)1).  equal  to 

8:20  a.m  to  5:10  pm 

futures. 

contract  (covering 

OM125,000)  of  the  speci¬ 
fied  contract  month. 

whole  cent 
intervals. 

deutschemark.  A  quote 
of.  50t  represents  an 
option  price  of  $625. 
($.0050  X  DM125.000). 

Puts:  PM 

$12.50  (same  as  DM 
futures). 

Singapore  time 
(same  as  DM 
futures) 

Reuters:  Eurodollar — SMOA  to  SMOZ;  Japanese  Yen— SMRE  to  SMRZ;  Deutschemark — SMQA  to  SMQZ. 
Teletate;  Eurodollar— 27800  to  27807;  Japanese  Yen — 27808  to  27817;  Oeutschemark — 27818  to  27827. 

‘  Contract  specifications  are  subject  to  change.  Please  check  with  your  broker  to  confirm  this  information. 


Specifications  Common  to  All  SIMEX 
Options  on  Currency  Futures 

Months  Traded 

March,  June,  September,  December  ft  Serial 
Months  +  -F  For  options  that  expire  in 
months  other  than  those  in  the  March 
quarterly  cycle,  i.e.  serial  month  options,  the 
underlying  futures  contract  is  the  next 
Futures  contract  in  the  March  quarterly  cycle. 
Listing  for  the  serial  month  cycle  includes  the 
spot  month,  the  first  deferred,  and  the  second 
deferred  contract  months.  This  is  in  addition 
to  the  contract  month  options  currently  listed 
in  the  March  quarterly  cycle,  (e.g.  Feb,  Mar, 
Apr,  Jun,  Sep  options  are  listed:  when  Feb 
options  expire.  Mar,  Apr,  May,  Jun,  &  Sep 
options  will  be  listed.) 

Daily  Price  Limit 

None. 

Strike  Price 

For  Options  in  the  March  quarterly  cycle, 
when  a  new  contract  month  is  listed  for 
trading,  there  will  be  nine  put  and  call  strike 
prices:  the  nearest  strike  to  the  underlying 
futures  price,  the  next  four  higher  and  the 
next  four  lower.  For  example,  if  the  March 
DM  price  closes  at  $.3651  on  the  previous 
day.  the  strikes  listed  for  March  puts  and 
calls  will  be:  33«.  34i,  35$.  36$.  37$.  38$.  39$. 
40$.  41$. 

A  new  strike  price  will  be  listed  for  both 
puts  and  calls  when  the  underlying  futures 
price  touches  within  half  a  strike  price 
interval  of  either  the  fourth  highest  or  fourth 
lowest  strike  prices.  As  an  example,  if  the 
March  DM  futures  price  touched  .3751  after 
the  options  are  listed  as  in  the  above 
example,  then  a  new  stike  price  at  42$  will  be 
listed  for  puts  and  calls  the  next  day.  (No 
new  options  will  be  listed,  however,  with  less 
than  10  calendar  days  until  expiration.) 

For  Options  not  in  the  March  quarterly 
cycle,  the  Exchange  shall  list  put  and  call 
options  at  any  exercise  price  listed  for 
trading  in  the  next  March  quarterly  cycle 
futures  option  that  is  nearest  the  expiration 
of  the  option.  Options  may  be  listed  for 
trading  up  to  and  including  the  termination  of 
trading. 

Last  Day  of  Trading 

Two  Fridays  before  the  third  Wednesday 
of  the  contract  month.  If  that  Friday  is  an 


Exchange  holiday,  the  last  trading  day  will  be 
the  business  day  immediately  preceding. 

Minimum  Margin 

No  margin  required  for  put  or  call  options 
buyers,  but  the  full  premium  must  be  paid  in 
cash.  Check  with  your  broker  for  margins  on 
short  option  positions  and  combination 
option/futures  positions. 

Exercise  Procedure 

Option  buyers  may  exercise  on  any  trading 
day.  Check  with  your  brokerage  firm  for  its 
exercise  procedure. 

Exercise  results  in  a  long  futures  position 
for  a  call  buyer  or  a  put  seller,  and  a  short 
futures  position  for  a  put  buyer  or  a  call 
seller.  The  futures  position  is  effective  on  the 
trading  day  immediately  following  exercise, 
and  is  marked-to-market  to  the  settlement 
that  day.  If  the  futures  position  is  not  offset 
prior  to  the  expiration  of  trading  in  the 
futures  contract,  delivery  of  physical 
currency  will  result  or  be  required. 

Expiration 

Options  expire  at  7:30  p.m.  on  the  last 
trading  day.  However,  your  broker  may  set  a 
considerably  earlier  cut-off  time  for 
exercising  expiring  options.  Always  check 
with  your  broker  for  exercise  deadlines. 

There  is  no  automatic  exercise  of  the 
expiring  in-the-money  currency  options  by 
the  SIMEX  Clearing  House. 

List  of  Subjects  in  17  CFR  Part  30 

Commodity  futures. 

Accordingly,  17  CFR  Part  30  is 
amended  as  set  forth  below: 

PART  30— FOREIGN  FUTURES  AND 
FOREIGN  OPTIONS  TRANSACTIONS 

1.  The  authority  citation  for  Part  30 
continues  to  read  as  follows: 

Authority:  Secs.  2(a)(1)(A),  4,  4c  and  8a  of 
the  Commodity  Exchange  Act,  7  U.S.C.  2, 4,  6, 
6c  and  12a  (1982). 

2.  Appendix  B  is  added  to  Part  30  to 
read  as  follows: 


Appendix  B — Option  Contracts 
Permitted  To  Be  Offered  and  Sold  in  the 
U.S.  pursuant  to  §  30.3(a) 

Exchange 

Singapore  International  Monetary 
Exchange  (SIMEX). 

Type  of  contract 

Options  on  Eurodollar,  Japanese  yen,  and 
Deutschemark  futures. 

FR  date  and  citation 

July  29. 1988;  53  FR _ _ 

[FR  Doc.  88-16726  Filed  7-28-88: 8:45  am] 
BILUNO  CODE  63S1-01-M 


17  CFR  Part  30 

Foreign  Option  Transactions;  Sydney 
Futures  Exchange 

agency:  Commodity  Futures  Trading 

Commission. 

action:  Order. 

summary:  The  Commodity  Futures 
Trading  Commission  ("Commission")  is 
authorizing  option  contracts  traded  on 
the  Sydney  Futures  Exchange  to  be 
offered  and  sold  to  persons  located  in 
the  United  States.  This  order  is  issued 
pursuant  to  Commission  Rule  30.3(a),  52 
FR  28980,  28998  (August  5, 1987),  which 
makes  it  unlawful  for  any  person  to 
engage  in  the  offer  and  sale  of  a  foreign 
option  product  until  the  Commission,  by 
order,  authorizes  such  foreign  option  to 
be  offered  in  the  United  States.^ 
EFFECTIVE  DATE:  August  29, 1988. 

FOR  FURTHER  INFORMATION  CONTACT. 
Jane  C.  Kang,  Esq.,  or  Robert  H. 
Rosenfeld,  Esq.,  Division  of  Trading  and 
Markets,  Commodity  Futures  Trading 


'  Notwithstanding  the  prohibition  in  Commission 
Rule  30.3(a),  non-domestic  exchange-traded  options 
which  are  traded  pursuant  to  the  trade  option 
exemption  in  Commission  Rule  32.4(a),  17  CFR 
32.4(a)  (1987),  may  continue  to  be  ofiered  and  sold. 
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Commission,  2033  K  Street  NW., 
Washington,  DC  20581.*  Telephone: 

(202)  254-8955. 

SUPPLEMENTARY  INFORMATION:  The 

Commission  has  issued  the  following 
Order: 

United  States  of  America  Before  the 
Commodity  Futures  Trading 
Commission 

Order  Under  CFTC  Rule  30.3(a) 
Permitting  Option  Contracts  Traded  on 
the  Sydney  Futures  Exchange  To  Be 
Offered  and  Sold  in  the  United  States 
Thirty  Days  after  Notice  to  the 
Commission  and  Publication  in  the 
Federal  Register  of  the  Option  Contracts 
To  Be  Traded 

On  July  23, 1987,  the  Commission 
adopted  final  rules  governing  the 
domestic  offer  and  sale  of  commodity 
futures  and  option  contracts  traded  on 
or  subject  to  the  rules  of  a  foreign  board 
of  trade.  52  FR  28980  (August  5, 1987). 
These  rules,  which  became  effective  on 
February  1, 1988,  establish,  among  other 
things,  a  regulatory  framework  for  the 
offer  and  sale  of  foreign  options  to 
person  located  in  the  United  States.* 
Specifically,  Rule  30.3(a)  provides  that: 

[N]otwithstanding  any  other  provisions  of 
this  part,  it  shall  be  unlawful  for  any  person 
to  engage  in  the  offer  and  sale  of  any  foreign 
option  until  the  Commission,  by  order, 
authorizes  such  foreign  option  to  be  offered 
in  the  United  States  *  *  *.  52  FR  28988. 

In  this  regard,  in  view  of  the  history  of 
abuses  in  the  options  markets  prior  to 
the  imposition  of  the  options  ban,^  the 
Commission  determined  to  phase  in 
foreign  options  on  a  market-by-market 
basis  through  particularized  review  of 
applications  submitted  by  individual 
markets  and  issuance  of  an 


^  In  considering  requests  under  Rule  30.3(a),  the 
Commission  notes  that  it  has  received  a  significant 
number  of  comments  that  the  offer  and  sale  of 
foreign  options  should  be  permitted.  See  advance 
notice  of  proposed  rulemaking,  49  FR  (fuly  25, 1984), 
proposed  rules,  51  FR  12104  (April  8, 1988)  and  final 
rules,  52  FR  28980  (August  5, 1^7).  The  Commission 
continues  to  welcome  comments  on  this  process.  On 
this  same  date,  the  Commission  also  has  issued 
orders  authorizing  certain  option  contracts  traded 
on  the  Montreal  Exchange  and  the  Singapore 
International  Monetary  Exchange  to  be  offered  and 
sold  in  the  United  States. 

’  Rule  30.1(b)  defines  a  foreign  option  as  any 
transaction  or  agreement  which  is  or  is  held  out  to 
be  of  the  character  of,  or  is  commonly  known  to  the 
trade  as,  an  “option",  "privilege”,  "indemnity", 
"bid",  “offer”,  “put”,  “call”,  “advance  guaranty”  or 
"decline  guaranty”,  made  or  to  be  made  on  or 
subject  to  the  rules  of  a  foreign  board  of  trade. 

*  Although  the  statutory  prohibition  on  the  o^er 
and  sale  of  foreign  options  formerly  contained  in 
section  4c(c)  of  the  Commodity  Exchange  Act 
("Act”)  has  been  removed,  see  Futures  Trading  Act 
of  1986,  Pub.  L.  99-641,  section  102, 100  Stat.  3556 
(1987),  the  regulatory  prohibition  in  Commission 
Rule  32.11, 17  CFR  32.11  (1987),  adopted  pursuant  to 
section  4c(b)  of  the  Act,  remains  in  effect. 
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authorization  order,  as  appropriate,  by 
the  Commission.  In  adopting  the  final 
rules  which  implement  that  procedure, 
the  Commission  stated  that 
notwithstanding  the  enactment  of  Part 
30,  which  provides  a  regulatory 
framework  to  govern  transactions  in 
both  foreign  futures  and  foreign  options, 
and  which  has  been  the  subject  of 
extensive  notice  and  comment,  it  would 
be  unlawful  for  any  person  to  engage  in 
the  offer  and  sale  of  a  particular  foreign 
option  product  until  the  Commission 
speciiicaliy  authorizes  such  foreign 
option  to  be  offered  and  sold  in  the 
United  States.®  As  a  consequence.  Rule 
30.3(a)  permits  the  Commission,  as 
stated  in  the  release  accompanying  the 
proposed  rules,  to  consider,  among  other 
things,  its  ability  to  determine  whether 
or  not  a  particular  trade  has  been 
transmitted  to  and  executed  on  a  foreign 
exchange  as  part  of  its  decision  to 
authorize  transactions  in  speciHc  foreign 
exchange-traded  options.® 

By  letter  dated  October  13, 1987,  the 
Sydney  Futures  Exchange  (“Exchange”) 
requested  that  the  Commission 
authorize  the  offer  and  sale  of  option 
contracts  traded  on  the  Exchange  to 
persons  located  in  the  United  States.  By 
letter  dated  March  16, 1988,  the 
Commission  advised  that  the  request  on 
behalf  of  the  Exchange  would  be 
addressed  pursuant  to  Commission  Rule 
30.3(a). 

In  issuing  this  Order,  the  Commission 
has  considered:  (1)  The  availability  of 
certain  information  relevant  to 
preventing  abuses  in  the  trading  of 
option  contracts  on  the  Exchange 
including,  but  not  limited  to,  trade 
confirmation  data,  data  necessary  to 
trace  offshore  funds,  firm-specific  data 
related,  among  other  things,  to  good 
standing,  fitness  of  principals  and 
Hnancial  condition,  and  data  related  to 
sales  practices  in  respect  of  such 
products;*  (2)  the  arrangements  in  place 
for  assuring  that  sales  practice  abuses  in 
such  options  do  not  occur,  including 
undertakings  or  arrangements  by  the 
appropriate  foreign  entity  for  the 
fulfillment  of  sales  practice  compliance 
obligations  commensurate  with  those 
which  apply  to  domestic  products  with 
respect  to  firms  engaged  in  the  o^er  and 
sale  of  its  foreign  option  products  in  the 


>  52  FR  28980,  28998. 

•  51  FR  12104, 12105. 

’  See  51  FR  12104. 12105  (April  8, 1986).  The 
pattern  of  abuses  that  was  characteristic  of  option 
sales  practices  in  the  past,  and  which  contributed  to 
the  Commission's  decision  to  suspend  all  option 
sales  In  1978,  included  the  unavailability  of  data 
necessary  to  permit  a  determination  whether  orders 
for  options  had  in  fact  been  executed  or  whether 
they  simply  had  been  "bucketed”.  See  43  FR  16155 
(April  17, 1978). 


United  States;  (3)  the  arrangements  for 
United  States  customers  to  redress 
grievances  with  respect  to  matters 
directly  pertaining  to  the  conduct  of 
trading  or  other  activities  relevant  to  the 
o^er  and  sale  of  such  products  occun’ing 
within  the  jurisdiction  where  the  option 
is  traded;  and  (4)  the  regulatory 
environment  in  which  such  foreign 
options  are  traded. 

In  determining  that  the  Exchange's 
showing  with  respect  to  the  foregoing 
matters  is  sufficient  to  warrant  the 
issurance  of  the  Order  herein,  the 
Commission  notes  that  as  it  acquires 
further  experience  it  may  determine  that 
other  considerations  are  also  relevant. 

To  this  end,  the  Commission  expects  to 
continue  to  monitor  the  offer  and  sale  of 
the  products  subject  to  this  Order.® 

Based  upon  the  representations  of  the 
Exchange  contained  in  its  letters  dated 
October  13, 1987  and  May  13, 1988,  a 
separate  letter  from  the  Exchange’s 
regulator,  the  National  Companies  and 
Securities  Commission  (“NCSC”),  dated 
May  27, 1988,  and  the  memorandum 
from  the  Division  of  Trading  and 
Markets  to  the  Commission  dated  July  5, 
1988  ("Staff  Memorandum”),  and 
pursuant  to  Commission  Rule  30.3(a),  the 
Commission  hereby  authorizes  the  offer 
and  sale  in  the  United  States  of  options 
traded  on  the  Exchange  subject  to  the 
following  conditions: 

(1)  Except  as  otherwise  permitted  under  the 
Commodity  Exchange  Act  and  regulations 
thereunder,  that  no  offer  or  sale  of  any 
Exchange  option  product  in  the  United  States 
shall  be  made  until  thirty  days  after 
publication  in  the  Federal  Register  of  notice 
specifying  the  particular  option(s)  to  be 
offered  and  sold  pursuant  to  this  Order 

(2)  That  the  Exchange  and  NCSC  represent 
that  all  transactions  with  respect  to  the 
option(s)  referenced  in  such  notice  *  will  be 
governed  by  the  Futures  Industry  Act,  the 
Futures  Industry!  New  South  Wales)  Code, 
the  regulations  thereunder  and  Exchange 
option  rules  as  more  particularly  discussed  in 
the  Staff  Memorandum  and  that  they  will 
provide  the  Commission  with  information  as 
to  all  material  changes  thereto  promptly; 


*  In  this  connection,  the  Commission  notes  that  it 
has  not  sought  to  analyze  the  individual  option 
contracts  under  the  requirements  which  apply  to  the 
designation  of  an  option  contract  proposed  to  be 
traded  on  a  United  States  contract  market.  In 
particular,  the  Commission  has  not  analyzed 
whether  these  instruments  would  meet  the 
Commission's  economic  purpose  test.  17  CFR 
33.4(a)(5)(i),  or  other  criteria  relating  to  the  speciRc 
terms  and  conditions  of  such  foreign  option 
contract.  See  17  CFR  33.4.  The  Commission, 
however,  has  plenary  authority  with  respect  to 
option  products.  See  section  4c  of  the  Act. 

*  The  option  contracts  which  will  initially  be 
offered  and  sold  pursuant  to  this  Order  are  Options 
on  90-Day  Bank  Accepted  Bill  Futures,  Options  on 
Ten-Year  Treasury  Bond  Futures  and  Options  on 
Australian  Dollar  Futures. 
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(3)  That  (^tions  on  futures  on  stock 
indices  and  options  on  futures  on  foreign 
government  debt  securities  ‘  *  will  not  be 
permitted  to  be  offered  and  sold  hereunder 
absent  certain  additional  procedures; 

(4)  That  options  traded  pursuant  to  this 
Order  may  only  be  offset  on  the  Exchange  or 
another  market  with  respect  to  which  the 
Commission  has  approved  a  linkage 
arrangement  with  the  Exchange; 

(5)  That  options  traded  pursuant  to  the 
Order  herein  may  only  be  offered  and  sold  by 
persons  register^  in  the  appropriate 
capacity  under  the  Commodity  Exchange  Act 
or  by  persons  who  have  been  granted  an 
exemption  from  registration  under  Rule  30.10 
based  on  comparability  of  regulation,  but 
may  not  be  offered  and  sold  by  persons  doing 
business  in  the  United  States  pursuant  to  the 
Commission’s  interim  order  issued  on 
January  29, 1988  (53  FR  3338  (Feb.  5. 1988)); 
and 

(6)  That,  notwithstanding  any  rules  of  the 
Exchange  or  the  NCSC,  options  traded 
pursuant  to  this  Order  may  only  be  offered 
and  sold  to  foreign  futures  and  options 
customers  if  each  futures  commission 
merchant  receives  from  each  such  customer 
the  full  amount  of  each  option  premium  at  the 
time  the  option  is  purchased;  and 

(7)  If  experience  demonstrates  that  the 
continued  effectiveness  of  this  Order  would 
be  contrary  to  public  policy  or  the  public 
interest  or  that  the  operation  or  execution  of 
the  systems  and  arrangements  in  place  for 
the  trading  of  the  option  products  subject 
hereto,  or  the  exchange  of  information  with 
respect  to  such  products,  do  not  warrant 
continuation  of  the  authorization  granted 
herein,  the  Commission  may  modify,  suspend, 
terminate  or  otherwise  restrict  the 
authorization  granted  in  this  Order,  as 
appropriate,  on  its  own  motion.  In  such  event, 
appropriate  arrangements  to  service  existing 
positions  will  be  made. 

This  Order  is  issued  based  on  the 
representations  made  and  information 
provided  to  the  Commission  and  its  staff 
as  set  forth  herein  and  in  the  Staff 
Memorandum.  Any  changes  or  material 
omissions  might  require  the  Commission 
to  reconsider  the  authorization  granted 
in  this  Order. 

Issued  in  Washington,  DC  on  )uly  20. 1988. 
Jean  A.  Webb, 

Secretary  of  the  Commission. 

Memorandum 
July  5. 1988. 

To:  The  Commission. 

From;  The  Division  of  Trading  and 

Markets 

Subject:  Order  Under  Commission  Rule 

30.3(a)  Permitting  Certain  Option 

Contracts  Traded  on  the  Sydney 

Futures  Exchange  to  be  Offered  and 

Sold  in  the  United  States. 


■0  See  S2  FR  289ea  28982  n.6  and  section  2a(l)  of 
the  Act. 

‘  ‘  See  section  2a(l)  of  the  Act.  section  3(a)(12)  of 
the  Securities  Exchange  Act  of  1934  and  Rule  3al2-8 
promulgated  thereunder. 


Recommendation:  That  the  Commission 
publish  in  the  Federal  Register  this 
memorandum  and  approve  and 
publish  the  attached  order  permitting 
option  contracts  traded  on  the  Sydney 
Futures  Exchange  to  be  offered  and 
sold  in  the  United  States  upon  thirty 
days  notice. 

Other  Divisions  and  Offices  Consulted: 
Division  of  Economic  Analysis, 
Division  of  Enforcement, 

Office  of  the  Executive  Director, 

Office  of  the  General  Counsel. 

I.  Introduction 

On  July  23, 1987,  the  Commission 
adopted  final  rules  governing  the 
domestic  offer  and  sale  of  commodity 
futures  and  option  contracts  traded  on 
or  subject  to  the  rules  of  a  foreign  board 
of  trade.  52  FR  28980  (August  5, 1987). 
These  rules,  which  became  effective  on 
February  1, 1988,  establish,  among  other 
things,  a  regulatory  framework  for  the 
offer  and  sale  of  foreign  option  products 
to  persons  located  in  the  United  States.  ‘ 
Specifically,  Rule  30.3(a)  provides  that: 

[Njotwithstanding  any  other  provisions  of 
this  part,  it  shall  be  unlawful  for  any  person 
to  engage  in  the  offer  and  sale  of  any  foreign 
option  until  the  Commission,  by  order, 
authorizes  such  foreign  option  to  be  offered 
in  the  United  States  *  *  *.52  FR  28988. 

In  this  regard,  in  view  of  the  history  of 
abuses  in  the  options  markets  prior  to 
the  imposition  of  the  options  ban,*  the 
Commission  determined  to  phase  in 
foreign  options  on  a  market-by-market 
basis  through  particularized  review  of 
applications  submitted  by  individual 
markets  and  issuance  of  an 
authorization  order,  as  appropriate,  by 
the  Commission.*  In  adopting  the  final 


'  Rule  3ai(b)  deFines  a  foreign  option  as  any 
transaction  or  agreement  which  is  or  is  held  out  to 
be  of  the  character  of.  or  is  commonly  known  to  the 
trade  as.  an  “option"  "privilege",  "indemnity", 

"bid",  “offer",  "put",  “call",  "advance  guaranty"  or 
"decline  guaranty",  made  or  to  be  made  on  or 
subject  to  the  rules  of  a  foreign  board  of  trade. 

2  See  51  FR  12104. 12105  (April  8, 1980).  The 
pattern  of  abuses  that  was  characteristic  of  option 
sales  practices  in  the  past,  and  which  contributed  to 
the  Commission's  decision  to  suspend  all  option 
sales  in  1978.  included  the  unavailability  of  data 
necessary  to  permit  a  determination  whether  orders 
for  options  had  in  fact  been  executed  or  whether 
they  simply  had  been  “bucketed".  See  43  FR  16155 
(April  17. 1978). 

’  Although  the  statutory  prohibition  on  the  offer 
and  sale  of  foreign  options  formerly  contained  in 
section  4c(c)  of  the  Commodity  Exchange  Act 
("CEA")  has  been  removed,  see  Futures  Trading  Act 
of  1988.  Pub.  L  No.  99-641,  section  102. 100  Stat. 

3556  (1967),  the  regulatory  prohibition  in 
Commission  Rule  32.11. 17  CFR  32.11  (1987).  adopted 
pursuant  to  section  4c(b)  of  the  CEA,  remains  in 
effect. 


rules  which  implement  that  procedure, 
the  Commission  stated  that 
notwithstanding  the  enactment  of  Part 
30.  which  provides  a  regulatory 
framewoA  to  govern  transactions  in 
both  foreign  futures  and  foreign  options, 
and  which  has  been  the  subject  of 
extensive  notice  and  comment,  it  would 
be  unlawful  for  any  person  to  engage  in 
the  offer  and  sale  of  a  particular  foreign 
option  product  until  the  Commission 
specifically  authorizes  such  foreign 
option  to  be  offered  and  sold  in  the 
United  States.*  As  a  consequence,  Rule 
30.3(a)  permits  the  Commission,  as 
stated  in  the  release  accompanying  the 
proposed  rules,  to  consider,  among  other 
things,  its  ability  to  determine  whether 
or  not  a  particular  trade  has  been 
transmitted  to  and  executed  on  a  foreign 
exchange  in  determining  whether  to 
authorize  transactions  in  specific 
foreign-exchange  traded  options.* 

By  letter  dated  October  13, 1987,  the 
Sydney  Futures  Exchange  ("Exchange" 
or  “SFE")  requested  that  the 
Commission  authorize  the  offer  and  sale 
of  option  contracts  traded  on  the 
Exchange  to  persons  located  in  the 
United  States.  By  letter  dated  March  16. 
1988,  the  Commission  advised  the 
Exchange  that  its  request  would  be 
addressed  pursuant  to  Commission  Rule 
30.3(a) 

II.  Recommendation 

The  Division  of  Trading  and  Markets 
("Division”)  has  carefully  reviewed  and 
considered  the  application  of  the 
Exchange  to  offer  and  sell  option 
products  traded  on  the  Exchange  in  the 
United  States,  in  particular  addressing: 

(1)  The  availability  of  certain 
information  relevant  to  preventing 
abuses  in  the  trading  of  such  contracts; 

(2)  the  arrangements  in  place  for 
deterring  sales  practice  abuses;  (3)  the 
ability  of  United  States  customers  to 
redress  grievances  with  respect  to  the 
conduct  of  trading  and  other  offshore 
activities  relevant  to  the  offer  and  sale 
of  Exchange  products:  and  (4)  the 
regulatory  environment  in  which  options 
are  traded.  As  discussed  more  fully 
below,  based  upon  its  determinations 
with  respect  to  the  foregoing  matters, 
and  subject  to  the  terms  and  conditions 
specified  herein,  the  Division  of  Trading 
and  Markets  recommends  that  the 
Commission  publish  in  the  Federal 
Register  this  memorandum  and  approve 


<  52  FR  28980,  28698.  Notwithstanding  the 
prohibition  in  Commission  Rule  30.3(a).  non¬ 
domestic  exchange-traded  options  which  are  traded 
pursuant  to  the  trade  option  exemption  in 
Commission  Rule  32.4(a),  17  CFR  32.4(a)  (1987),  may 
continue  to  be  offered  and  sold. 

»  51  FR  12104. 12105. 
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and  publish  the  attached  order 
permitting  certain  option  contracts 
traded  on  the  Exchange  to  be  offered 
and  sold  in  the  United  States.” 

III.  Discussion 

In formation-sharing 

Prior  to  the  imposition  of  the  options 
ban  in  1978,  the  ability  of  the 
Commission  to  address  problems  which 
occurred  with  respect  to  the  offer  and 
sale  of  certain  ostensibly  foreign  options 
in  the  United  States  was  impeded  by  the 
inaccessibility  of  information  from  their 
purported  jurisdiction  of  origin.  As  a 
consequence,  in  determining  to  lift  the 
options  ban  with  respect  to  foreign 
products,  the  Commission  indicated  that 
a  primary  consideration  would  be  the 
availability  of  transaction  information.'' 
In  connection  with  the  petition  of  the 
Exchange  under  Rule  30.3(a),  the 
Exchange,  through  its  counsel,  Philip 
McB.  Johnson,  and  the  National 
Companies  and  Securities  Commission 
(NCSC),  the  regulatory  authority  which 
governs  the  Exchange,  have  each 
advised  the  Commission  by  separate 
letters  dated  May  13, 1988  and  May  27, 
1988,  respectively,  that  they  will  share 
with  the  Commission,  on  an  "as  needed” 
basis,  information  relevant  to  such 
petition  with  respect  to  Exchange  option 
transactions  proposed  to  be  entered  into 
with  or  on  behalf  of  customers  located 
in  the  United  States.  The  foregoing 
exchange  of  correspondence  conhrms 
that  the  Commission’s  assessment  of 
need  will  be  determinative.  The 
assurances  of  NCSC  and  the  Exchange 
concerning  information-sharing  on  an 
as-needed  basis  extend,  but  are  not 
limited,  to  information  as  to  trade 
confirmations,  offshore  funds  committed 
to  Exchange  option  transactions,  firm- 
related  fitness  (such  as  standing  to  do 
business  and  Hnancial  condition],  and 
the  sales  practices  of  firms  selling  from 
Australia  into  the  United  States.  NCSC 
and  the  Australian  Attorney-General 
also  have  provided  the  Commission  with 
assurances  that  Austrilia’s  blocking 
statute  or  any  similar  law  should  not 
create  an  obstacle  to  the  sharing  of  the 
aforesaid  information.”  In  addition. 


*  See  attached  list  of  option  contracts  and  terms 
and  conditions.  The  Division  believes  that  review  of 
the  individual  foreign  option  contracts  should  be 
limited  at  this  time  to  the  regulatory  issues 
discussed  above  and  should  not  include  an  analysis 
of  whether  these  foreign  option  contracts  would 
meet  the  Commission’s  economic  purpose  test,  17 
CFR  33.4(a)(S)(i)  (1987),  or  other  criteria  relating  to 
the  specific  terms  and  conditions  of  the  option 
contracts.  See  17  CFR  33.4. 

'  52  FR  28980.  28988. 

*  See  Letter  to  the  Commission  dated  May  27. 

1988  from  R.|.  Schoer.  Executive  Director  of  the 
NCSC,  with  attached  letter  from  the  Australian 
.Xitomey-General's  Department. 


NCSC  has  represented  that  all 
statements  that  were  made  with  respect 
to  information-sharing  in  connection 
with  the  Commission’s  consideration  of 
proposed  rules  submitted  by  the 
Commodity  Exchange,  Inc.  ("COMEX”) 
to  implement  the  linkage  between 
COMEX  and  the  Exchange  (“COMEX- 
Sydney  linkage”)  extend  equally  and 
without  restriction  to  transactions  in 
options  traded  on  the  Exchange.® 

Sales  Practice  Audits 

In  developing  its  pilot  program  for 
domestic  exchange-traded  options,  the 
Commission  specifically  required  as  a 
condition  of  designation  that  the 
contract  market  seeking  approval  of  an 
option  contract  adequately  provide  for 
the  monitoring  and  detection  of  sales 
practice  abuses.'®  As  such  abuses 
ultimately  contributed  to  the  banning  of 
options  trading  altogether  in  1978,  the 
Commission  has  indicated  that  any 
options  offered  in  the  United  States 
must  be  subject  to  an  adequate  sales 
practice  audit  program."  In  this 
coimection,  the  Exchange  represents 
that  it  has  adopted  rules,  discussed 
more  fully  below,  that  regulate  option 
sales  practices  including,  but  not  limited 
to,  customer  complaints,  supervision  of 
employees  and  accounts,  solicitation, 
notification  of  disciplinary  actions,  risk 
disclosure,  discretionary  accounts  and 
promotional  material,  in  a  manner 
similar  to  rules  of  contract  markets  in 
the  United  States.'*  Additionally,  the 
Exchange  represents  that  it  will  ensure 
that  sales  practice  audits  of  Hrms  in 
Australia  selling  Exchange  options  into 
the  United  States  will  be  conducted  on  a 
regular  basis.'®  The  Exchange  also  has 
made  arrangements  with  the  National 
Futures  Association  (“NFA”),  which 
NFA  has  confirmed  by  letter  dated  June 
10, 1988,  to  assure  that  the  sales 
practices  of  firms  located  in  the  United 
States  engaged  in  such  activities  will  be 
audited.'” 


letter  to  the  Commission  dated  May  27, 1988 
from  R.J.  Schoer,  Executive  Director  of  the  NCSC. 

‘“5ee  46  FR  54500, 54502  (November  3, 1981). 

"Id. 

"See  discussion  of  Exchange  option  rules  infra. 

See  letter  from  the  Exchange  dated  May  13, 
1988. 

On  January  14. 1988,  the  Commission  approved 
amendments  to  NFA's  Bylaws  and  the  adoption  of 
new  Bylaws  to  provide  for  the  regulation  of  the 
foreign  futures  and  options  activities  of  NFA 
members  and  associates.  By  letter  dated  |une  10, 
1988  from  Daniel  A.  Driscoll,  Vich-President  of  the 
NFA,  to  Andrea  M.  Corcoran,  Director,  Division  of 
Trading  and  Markets,  the  NFA  confirmed  that  the 
NFA  and  U.S.  exchanges  which  are  a  party  to  a 
joint  sales  practice  audit  agreement  will  provide 
sales  practice  audit  services  addressing  sales  of 
Exchange  (^tions. 


Dispute  Resolution 

In  considering  linkage  arrangements 
intended  in  part  to  foster  trading  among 
domestic  and  foreign  markets,  the 
Commission  has  indicated  that  a 
material  factor  in  its  decision  to  approve 
such  arrangements  was  the  existence  of 
a  mechanism  to  permit  United  States 
customers  to  seek  relief  for  disputes 
occurring  in  the  linked  jurisdiction. 

The  availability  of  a  forum  to  address 
complaints  with  respect  to  trade 
execution  also  is  relevant  to  any 
determination  to  lift  the  ban  on  foreign 
option  products.  This  is  because  the 
provision  of  such  a  forum  evidences  the 
relevant  foreign  jurisdiction’s  intention 
to  afford  practical  mechanisms  to 
address  complaints  originating  with 
customers  not  located  in  that 
jurisdiction  and  to  assuring  a  fair 
trading  environment. 

In  its  petition  of  October  13, 1987,  the 
Exchange  represented  that  customers 
may  resolve  disputes  either  through 
Exchange  arbitration  proceedings  or 
judicial  process.  Section  46(2)(a)(xvii)  of 
the  Futures  Industry  Act  of  1986  (“Act”) 
and  the  Futures  Industry  (New  South 
Wales)  Code  (“Code”) '”  require  the 
Exchange  to  facilitate  the  resolution  of 
customer  disputes.  To  this  end,  the 
Exchange  has  established  an  arbitration 
program  to  provide  a  method  for  the  fair 
and  impartial  settlement  of  disputes  that 
members  and  their  customers  are  unable 
to  resolve  among  themselves.  The 
Exchange  has  represented  in  its  petition 
that  this  arbitration  program  would  be 
fully  available  to  United  States  option 
customers  of  Australian  brokers  who 
are  members  of  the  Exchange.''' 

Arbitration  of  customers’  claims  is 
mandatory  for  members  of  the  Exchange 
(Exchange  Article  40.2)  but  is  not 
mandatory  for  customers  (see  Exchange 
Article  40.1(a)(iii)).  Pursuant  to 
Exchange  Article  40.1(a),  a  dispute  must 
be  arbitrated  at  the  insistence  of  the 
customer  unless: 

(1)  Adjudication  of  the  dispute  requires  the 
presence  of  any  person  whether  as  witness  or 


See  staff  memorandum  ("Staff  Memorandum") 
dated  August  1, 1988  analyzing  COMEX-Sydney 
linkage  at  p.  22.  See  also  staff  memorandum  dated 
August  28, 1984  analyzing  Chicago  Mercantile 
Exchange — Singapore  International  Monetary 
Exchange  linkage  at  p.  51. 

'*  The  Futiues  Industry  Act  of  1988  is  an  Act  of 
the  Australian  Commonwealth  Parliament.  In  order 
that  its  provisions  may  apply  to  participating  States, 
each  State  has  passed  an  enabling  act  which 
essentially  makes  the  Futures  Industry  Act  apply  as 
the  law  of  that  particular  State.  The  Futures 
Industry  (New  South  Wales)  Code  makes  the  Act 
applicable  to  that  State.  Hereinafter,  for  ease  of 
discussion,  reference  to  the  Code  should  be  read  to 
include  its  counterpart  in  the  1988  Act. 

"  See  Exchange  petition  of  October  13. 1987. 
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otherwise  over  whom  the  Exchange  has  no 
jurisdiction,  except  where  that  person  is 
available  to  appear  before  the  arbitrator  or 
otherwise  to  participate  in  the  arbitration  as 
required,  and  consents  to  cooperate  in  the 
arbitration  process:  or 

(2)  The  dispute  arose  more  than  twelve 
months  before  the  arbitration  was 
commenced.** 

Generally,  a  conference  will  be  held 
before  the  arbitration  in  an  attempt  to 
reach  a  satisfactory  resolution  of  the 
dispute,  or  at  least  to  narrow  the 
grounds  of  dispute  between  the  parties. 
Where  a  party  to  an  arbitration  is  a  non¬ 
resident  of  Australia  the  dispute  may  be 
decided  by  the  arbitrator  “solely  upon 
the  basis  of  *  *  *  the  pleadings  and 
any  affidavits  filed  by  the 
parties  *  *  *  *”  (Exchange  Article 
40.8).  The  Exchange  had  stated  in  its 
petition  that  where  the  facts  warrant 
such  an  arbitration  without  a  hearing, 
U.S.  foreign  option  customers  would  be 
encouraged  to  avail  themselves  of  this 
procedure,  which  would  alleviate  the 
burden  of  their  having  to  attend  an 
arbitration  hearing.  By  letter  dated  April 
26, 1988,  counsel  for  the  Exchange 
represented  that: 

SFE  Article  40.8,  which  sets  forth  the  “on 
the  papers"  alternative  to  a  formal  hearing, 
leaves  some  flexibility  with  the  Arbitration 
Committee  to  refuse  a  request  for  that 
procedure  *  *  *,  We  are  advised,  however, 
that  such  a  refusal  has  never  occurred  and 
that  it  is  highly  unlikely  that  it  ever  will 
occur.  There  might  be  an  occasion  where,  to 
avoid  manifest  injustice  (such  as  where  a  fair 
ruling  cannot  be  made  without  assessing  the 
credibility  and  demeanor  of  a  complainant), 
an  appearance  is  necessary  but,  as  noted 
above,  the  Arbitration  Committee  has  not 
had  such  a  situation  and.  indeed,  it  strongly 
favors  "on  the  paper”  adjudications 
whenever  possible  as  more  expeditious, 
economical  and  manageable  than  formal 
hearings. 

The  decision  of  the  arbitrator  is 
generally  final  and  is  subject  to  review 
in  the  Australian  courts  only  on  very 
limited  grounds.  If  a  party  believes  that 
the  decision  of  the  arbitrator  was  based 
on  a  misconstruction  or 
misinterpretation  of  the  Articles,  By- 
Laws  or  Trading  Etiquette  of  the 
Exchange,  a  “Notice  of  Reference”  can 
be  filed,  upon  payment  of  a  Hling  fee,  in 
order  to  appeal  the  matter  to  the  Board 
of  the  Exchange  for  its  decision.  The 
Board  considers  the  matter  solely  on  the 
pleadings  already  lodged  by  the  parties 
and  on  the  written  submissions  of  the 
parties  concerning  the  Notice  of 
Reference  and  does  not  conduct  a 
hearing.  Consequently,  presence  of  the 


'*  Article  40.1(a)  as  restated  inlhe  Exchange's 
petition  dated  October  13. 1967. 


parties  is  not  required  for  such  review. 
(Exchange  Article  40.17). 

A  member  of  the  Exchange  who  fails 
to  comply  with  an  arbitration  award  is 
subject  to  disciplinary  action  under  the 
Articles  and  By-Laws  of  the  Exchange. 
The  prevailing  party  to  the  arbitration 
may  also  obtain  a  judgment  in  any  court 
of  competent  jurisdiction  to  enforce  the 
arbitration  award.  An  arbitrator’s 
decision  may  include  an  award  as  to  the 
payment  of  costs,  fees  and  expenses, 
including  legal  costs  and  other  expenses 
incurred  by  the  Exchange.  (Exchange 
Article  40.18(c)).  The  expenses  of 
witnesses  are  to  be  borne  by  each  party 
unless  otherwise  provided  in  the  award 
of  the  arbitrator.  Exchange  Article 
40.18(c).  ** 

Regulatory  Environment 

When  options  were  originally  banned 
in  the  United  States,  they  had  not  been 
subjected  to  a  full  regulatory  program.  It 
is  appropriate,  therefore,  to  inquire  as  to 
whether  the  market  which  proposes  to 
offer  option  products  in  the  United 
States  has  a  regulatory  structure  which 
addresses  market  integrity  and  the  sales 
practices  of  firms  doing  business  with 
United  States  firms  or  customers.*®  This 
review  is  for  the  purpose  of  establishing 
the  existence  of  a  supervised 
marketplace  and  does  not  constitute  a 
comparability  analysis  of  the  nature 
required  under  Rule  30.10  for  certain 
other  relief  the  Commission  may  accord 
under  its  foreign  futures  and  option 
rules.**  This  review  was  facilitated  by 
the  detailed  level  of  scrutiny  given  the 
Exchange  in  connection  with  the 
Commission’s  review  of  the  linkage 
agreement  between  the  COMEX  and  the 
Exchange.**  In  reviewing  that 


**  Alternatively,  a  customer  may  elect  to 
commence  legal  proceedings  instead  of  submitting 
the  dispute  for  arbitration.  Under  certain 
circumstances  the  arbitrator  may  order  that  a 
matter  be  the  subject  of  legal  proceedings  rather 
than  arbitration  {e.g.,  if  the  dispute  involves 
complex  legal  questions).  See  Exchange  petition  of 
October  13. 1987. 

Although  the  Commission  has  not  indicated  an 
intention  to  review  the  terms  and  conditions  of 
foreign  option  products,  see  S.  Rep.  No.  384. 97th 
Cong..  2d  Sess.  45-48  (1982),  the  Commission's 
authority  with  respect  to  options  is  plenary. 

52  FR  28980.  29001. 

**  In  generally  excluding  transactions  executed 
pursuant  to  a  linkage  agreement  between  one  or 
more  foreign  boards  of  trade  and  a  United  States 
contract  market  from  the  application  of  the  foreign 
futures  and  option  rules,  the  Commission  noted  that 
linked  transactions  and  the  regulatory  environment 
in  which  such  transactions  occur  would  be 
separately  subject  to  Commission  review  under 
section  5a(12)  of  the  CEA.  Specifically,  Rule  30.3(a) 
reads,  in  part,  as  follows: 

*  *  *  And.  provided  further.  That,  with  the 
exception  of  the  disclosure  and  antifraud  provisions 
set  forth  in  §S  30.6  and  30.9  of  this  part,  the 
provisions  of  this  part  shall  not  apply  to 
-'transactions  executed  on  a  foreign  board  of  trade. 


application,  the  Commission’s  staff 
analyzed,  among  other  things,  the 
customer  protection,  market 
surveillance  and  trade  practice 
surveillance  rules  of  the  Exchange.  The 
Staff  Memorandum  *®  concluded  that 
the  systems  and  rules  adopted  by  the 
Exchange,  if  observed,  afforded  many  of 
the  protections  found  on  regulated 
United  States  markets.  Although  trading 
volume  under  the  linkage  is  not 
substantial,  rule  enforcement  reviews 
conducted  to  date  of  COMEX  have 
reported  no  significant  deficiencies  in 
the  operation  of  the  COMEX-Sydney 
linkage. 

The  operations  of  the  Exchange  and 
its  members  are  regulated  directly  by 
the  NCSC  pursuant  to  the  authority  of 
Australia’s  Futures  Industry  Act  of  1986 
and  the  Futures  Industry  (New  South 
Wales)  Code.  Specifically,  in  support  of 
the  Exchange’s  application  to  sell  its 
option  products  within  the  United 
States,  the  Exchange  represents  that  the 
Act  and  Code  are  intended  to  promote 
market  integrity  and  to  provide  a  fair 
trading  environment  for  Exchange 
futures  and  option  products,  as  follows: 

a.  Authorization  of  Exchange  (Fitness  of 
the  Marketplace) 

Part  III  of  the  Code  empowers  a 
Ministerial  Council  to  approve  the 
establishment  of  futures  exchanges,** 
clearing  houses  *®  and  futures 
associations.*®  Pursuant  to  section  46  of 
the  Code,  an  entity  will  be  recognized  as 
a  futures  exchange  by  the  Ministerial 
Council  if  it  is  satisfied  that  the  rules  of 
the  entity  make  satisfactory  provision 
for,  among  other  things:  (1)  Standards  of 
training  and  experience  for  membership; 
(2)  standards  of  business  conduct  so  as 
to  ensure  efficiency,  honesty  and  fair 
practice:  (3)  standards  for  the  expulsion, 
suspension  or  disciplining  of  members; 
(4)  the  inspection  and  audit  of  the 
accounting  records  of  members;  (5)  the 
equitable  and  expeditious  settlement  of 
claims  between  members  and  between 
members  and  customers;  and  (6) 
conduct  of  the  business  of  the  proposed 
futures  exchange  with  due  regard  for  the 
interests  and  protection  of  the  public. 
The  Ministerial  Council  also  must 
determine  that  “the  interests  of  the 


and  carried  for  or  on  behalf  of  a  customer  at  a 
designated  contract  market,  subject  to  an  agreement 
with  and  rules  of  a  contract  market  which  permit 
positions  in  a  commodity  interest  which  have  been 
established  in  one  market  to  be  liquidated  on 
another  market 

Staff  Memorandum  dated  August  1. 1986.  See 
pp.  61.  73-74. 92  and  96-99. 

**  Code  sections  45  and  46. 

*•  Code  sections  47  and  48. 

*•  Code  section  50. 
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public  will  be  served  by  granting  the 
application.”  See  section  46(2)  of  the 
Code. 

Oversight  of  the  Exchange  is 
performed  by  the  NCSC.  Pursuant  to 
section  54  of  the  Code,  all  business 
rules  of  an  exchange  are  to  be 
submitted  to  the  NCSC,  which  has 
twenty-eight  days  in  which  to  disallow 
such  a  rule.  Pursuant  to  §  56(1)  of  the 
Code,  the  NCSC  may,  for  the  purpose  of 
maintaining  orderly  markets  in  futures 
contracts,^^  order  an  exchange  to  close, 
suspend,  limit  or  defer  trading  in  futures 
contracts  or  take  other  actions  as 
directed  by  the  NCSC.  Such  orders  may 
be  enforced  by  judicial  proceedings 
under  section  58  of  the  Code.  Section 
56(1)  also  grants  the  NCSC  authority  to 
close,  suspend  or  condition  trading  if  it 
finds  that  such  action  isi  among  other 
things,  “in  the  public  interest.”  See  also 
section  56(2)(a)  of  the  Code.  These  rules 
establish  trading  standards  and  also 
require  the  maintenance  of  trading 
records  essential  to  effective 
information-sharing  with  respect  to 
option  transactions. 

b.  Licensing  of  Firms  and  Personnel 
(Fitness  Standards  for  Professionals) 

Part  IV  of  the  Code  grants  licensing 
powers  to  the  NCSC,  which  is 
authorized  by  sections  66,  67,  and  77  of 
the  Code  to  grant  and  revoke  licenses 
for  futures  brokers,  futures  brokers’ 
representatives,  futures  advisers  and 
futures  advisers'  representatives.**  A 
futures  broker's  license  or  a  futures 
adviser’s  license  may  be  granted  if, 
among  other  things,  the  applicant  is  not 
insolvent,  has  not  been  convicted  of  an 
offense  involving  fraud  within  the  prior 
ten  years,  presents  satisfactory 
educaHonal  qualiHcations  or  experience 
and  is  not  otherwise  disqualified  under 
the  Code,  (section  66(1)  of  the  Code.)  A 
representative's  license  may  be  granted 
if  the  NCSC  does  not  have  reason  to 
believe  that  the  applicant  will  not 
perform  honestly  and  fairly,  (section  67 
of  the  Code.)  The  application  process 
requires  the  submission  of  a  personal 
questionnaire  which  requires  the 
disclosure  of,  among  other  things,  past 
experience,  license  refusals,  convictions 


Section  4(1)  of  the  Code  definea  “business 
rules”  of  an  exchange  as  rules,  regulations  and  by¬ 
laws  governing  the  activities  and  conduct  of  the 
exchange  and  its  members,  of  each  clearing  house 
and  its  members  and  of  other  persons  in  relation  to 
each  futures  market  maintained  by  the  exchange. 

*•  Section  4(1)  of  the  Code  def.nes  “futures 
contract”  to  include  an  option. 

**  The  Code  definea  a  futures  adviser  as  a  person 
who  conducts  a  business  for  the  purpose  of  advising 
other  persons  concerning  futures  contracts,  the 
definition  of  which  includes  a  futures  option  or 
specified  exchange-traded  options.  (Section  4(1)  of 
the  Code.) 


and  disciplinary  actions.  (See  Futures 
Industry  Forms  3  and  4,  Futures  Industry 
Regulations  (applications  for  licenses). 
The  NCSC  may  revoke  or  suspend  a 
license  if  the  licensee  becomes 
insolvent,  is  convicted  of  an  offense 
involving  fraud  or  dishonesty,  becomes 
mentally  or  physically  incompetent  to 
manage  its  affairs,  fails  to  disclose 
required  information  to  the  NCSC, 
makes  false  representations  to  the 
NCSC,  is  disqualified  as  a  licensee 
under  another  law,  contravenes  a 
condition  of  a  license  or  does  not 
perform  effectively,  honestly  or  fairly. 
See  sections  77-78  of  the  Code.  These 
rules  are  intended  to  establish  a 
standard  of  fitness  for  market 
professionals  who  handle  customer 
money  and  deal  with  the  public. 

c.  Financial  Requirements  (Fitness 
Standards  for  Firms) 

The  Code  does  not  prescribe  minimum 
capital  requirements  which  generally 
are  a  measure  of  liquidity  as  a  condition 
to  registration.  Exchange  rules  do, 
however,  establish  minimum  “tangible 
asset”  requirements  as  a  condition  of 
membership.  See  Exchange  Rules, 

Article  4.6(4)(b)  (A$50,000  (US$41,000) 
for  full  associates  and  A$20,000 
(US$16,400)  for  introducing  broker 
associates).  Article  4A.7A(4)(b) 
(A$50,000  (US$41,000)  for  local 
members)  and  Article  3.6(3)(a) 
(A$250,000  (US$205,000)  for  floor 
members  who,  pursuant  to  Article  3.2(c). 
are  required  to  be  clearing  members).*® 
Moreover,  the  registration  process 
requires  an  applicant  to  provide  the 
NCSC  a  detailed  statement  (current 
within  the  last  fourteen  days  before  the 
application  date)  of  assets  and 
liabilities,  as  well  as  a  current  audited 
balance  sheet.  (See  Futures  Industry 
Form  3.  Futures  Industry  Regulations.) 
Based  upon  a  review  of  this  information, 
the  NCSC  may  condition  the  grant  of  a 
license  by.  for  example,  including 
conditions  and  restrictions  relating  to 
the  financial  position  of  the  licensee, 
whether  in  relation  to  the  business  of 
dealing  in  futures  contracts  or 
otherwise.  (Code  section  69(4).) 
Moreover,  section  69(5)  of  the  Code 
makes  clear  that  such  conditions  may 
include  a  requirement  that  the  assets  of 
the  licensee  include  assets  of  a 
particular  kind  and  that  the  licensee 
maintain  assets  of  a  specihed  minimum 
value. 

Brokers  and  advisers  are  required  to 
file  with  the  NCSC  an  annual  statement 
(Code  section  74),  which  discloses 


Conversions  at  June.  Zh  1988  as  published  in 
the  Wos/f/ngton Post,  June 22, 1988.  . 


assets  and  liabilities  (See  Form  8,  •  - ' 

Futures  Industry  Regulations  (annual 
statement)).  Hie  Code  also  requires 
brokers  to  appoint  auditors  (Code 
section  92(1)),  to  grant  auditors  full  right 
of  access  to  records  (Code  section  96(1)), 
to  maintain  separate  account  records 
(Code  sections  86,  90)  and,  generally,  to 
produce  those  records  to  the  NCSC 
when  so  requested  (Code  section  90(a)). 
These  rules  establish  a  standard  of 
financial  fitness  which  is  relevant  to  the 
expectation  that  members  will  comply 
with  applicable  rules  and  the  capacity  of 
members  to  meet  their  obligations  in  the 
marketplace. 

d.  Treatment  of  Customer  Funds  and 
Property 

Section  86(3)  of  the  Code  requires  a 
broker  to  deposit  funds  or  property 
received  from  or  on  behalf  of  a  customer 
in  a  segregated  customer  account  (that 
is,  an  account  which  can  not  be  used  to 
fund  obligations  other  than  those  of  the 
customer)  on  or  before  the  next  day 
after  such  money  or  property  is  received 
by  the  broker.*^  Section  86(5)  of  the 
Code  permits  investments  of  customer 
funds  in  any  manner  in  which  trustees 
are  authorized  by  Australian  law  to 
invest  trust  funds;  in  short  term  money 
market  dealer  instruments;  or  in  a  bank 
account  paying  interest.  These  rules 
provide  certain  protections  for  customer 
funds  committed  to  trading  on  the 
Exchange  and  may  also  assist  in  tracing 
fimds  that  are  the  subject  of  United 
States  actions. 

e.  Market  Integrity 

As  previously  noted,  section  56  of  the 
Code  authorizes  NCSC  to  exercise 
emergency  powers  to,  among  other 
things,  close  a  futures  market  or  suspend 
trading  of  a  particular  contract  if  such 
act  is  deemed  in  the  public  interest.  In 
addition,  section  55(1)  of  the  Code 
requires  the  Exchange  to  “take  all  steps, 
and  do  all  things,  necessary  to  ensure  an 
orderly  and  fair  market  *  *  In  that 
regcird.  the  Exchange  has  represented  in 
its  petition  that  it  has  an  affirmative 
surveillance  program  which  is  designed 
to  detect  activity  that  may  lessen 
competitive  trading  or  conduct  by  floor 
traders  that  may  take  advantage  of 
customers,  including  whether  a  floor 
trader  has  taken  the  other  side  of  a 
customer’s  order  contrary  to  Exchange 
rules,  whether  any  floor  trader  is 
engaging  in  trading  which  is  intended  to 
have  the  effect  of  creating  em  artificial 


*•  All  option  contracts  are  markcd-to-market  on  a 
daily  basis  and  margin  calls  are  made  when  the  net 
margin  position. exceeds  25%  of  the  total  deposit 
liability.  See  Option  by-law  Opt.  .7, 


! 
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price,  whether  non-competitive  trading 
is  occurring,  whether  trading  is  taking 
place  in  excess  of  the  Exchange's 
speculative  limits,  where  applicable, 
and  whether  there  is  any  indication  of 
floor  traders  trading  ahead  of  their 
customers  or  otherwise  failing  to  give 
customers  proper  execution  of  their 
orders.’® 

In  addition  to  the  above,  the  Exchange 
maintains  a  reportable  position 
requirement  which  is  deHned  as  “any 
open  position  in  a  futures  contract  or  an 
option  contract  in  a  commodity  in  any 
one  delivery  month  which  at  the  close  of 
trading  on  a  business  day  equals  or 
exceeds  250  futures  contracts  or  options 
(or  both)  or  such  lesser  number  of 
futures  contracts  or  options  (or  both)  as 
may  from  time  to  time  be  determined  by 
the  Board  [of  Directors]  to  be  the 
Reportable  Position  Level.”  (Sea 
Exchange  Article  1.1.) 

f.  Other  Customer  Protections 

Part  V  of  the  Code  establishes 
minimum  standards  for  the  conduct  of 
futures  business,  such  as:  requiring  the 
delivery  of  a  disclosure  document  before 
accepting  a  person  as  a  client  (Code 
section  87),  written  conHrmations  to 
customers  (Code  section  83(2)-(4)), 
monthly  customer  statements  (Code 
section  84),  special  statements  for 
discretionary  accounts  (Code  section 
84(3));  prohibiting  a  broker  from  taking 
the  other  side  of  an  order  without 
consent  (Code  section  85(3));  and 
proscribing  fraud  (Code  section  135).” 

Part  VII  of  the  Code  requires  the 
establishment  of  a  Hdelity  fund  by 
futures  exchanges  and  futures 
associations.’*  Pursuant  to  this 
authority,  the  Exchange  has  established 
such  a  fund  which,  as  of  March  31, 1988, 
had  A$2,570,000  in  assets  (US$2,107,400). 

-  The  fidelity  fund  assets  are  intended  to 
compensate  persons  who  have  lost 
money  or  property  by  virtue  of 
“defalcation  or  *  *  *  fraudulent  misuse 
of  money  or  property"  by  contributing 
fund  members  (/.a.  Exchange  members). 
(Code  section  116.)  The  maximum 
amount  payable  generally  is  A$500,000 
(US$410,000).  although  payments 
exceeding  that  limit  may.  be  made  under 
certain  circumstances.  See  sections 
116(7)  and  116(9)  of  the  Code. 

The  Division  notes  that  the  Exchange 
is  the  only  foreign  market  which  has 
petitioned  under  Rule  30.3(a)  for  the 


See  Exchange  petition  of  October  13, 1987  and 
Exchange  Article  13. 

See  discussion  of  specific  Exchange  option 
rules,  infra. 

**  A  futures  association  Is  a  corporate  body, 
analogous  to  NFA,  approved  by  the  Ministerial 
Council  under  $  SO  of  the  Code  (sw  Code  section 
4(1)  and  section  50). 


offer  and  sale  of  its  option  products 
which  permits  customer  margining  of 
premiums  and  further  notes  that  the 
Division  intends  to  monitor  closely  this 
requirement  and  to  recommend 
adjustments,  as  appropriate.  The 
Division  therefore  recommends  that  the 
Commission  adopt  a  condition  to  this 
order  to  require  the  full  payment  of 
option  premiums  by  foreign  option 
customers  of  a  futures  commission 
merchant.  (This  does  not  affect  the 
manner  of  premium  payments  by  FCMs 
to  clearing  members  or  by  clearing 
menlbers  to  the  clearing  organization, 
however.J  As  the  Commission  stated 
when  it  adopted  Rule  33.4(a)(2)  (17  CFR 
33.4(a)(2)  (1987)): 

A  critical  distinction  between  options  and 
futures  contracts  traditionally  has  been  that, 
with  respect  to  options,  the  one-time  payment 
of  a  premium  gives  the  option  purchaser  the 
right,  over  a  fixed  period  of  time,  to  elect  the 
exercise  of  the  option  without  incurring  any 
additional  obligations  on  his  option  contract. 

In  contrast  the  purchaser's  initial  payment  of 
margin  on  a  futures  contract  is  recognized  as 
the  deposit  of  earnest  money  to  insure 
performance  of  the  contract,  but  does  not 
represent  the  full  extent  of  the  purchaser's 
potential  liability  on  the  futures  contract.  The 
Commission's  determination  to  prohibit  the 
margining  of  all  option  premiums  is  intended 
to  preserve  this  critical  distinction  and  is 
viewed  by  the  Commission  as  essential  to  the 
protection  of  option  purchasers  who 
otherwise  could  reasonably  expect  that  an 
initial  payment  of  margin  on  an  option 
contract  constituted  the  full  extent  of  their 
obligation  on  the  option. 

46  FR  54500,  54504  (November  3, 1981). 

g.  Exchange  Option  Rules. 

The  rulebook  submitted  by  the 
Exchange  contains  rules  of  general 
application  as  well  as  rules  speciHc  to 
options.  These  rules  contemplate  that 
the  Exchange  takes  responsibility  for 
sales  practice  compliance  of  its 
members,  maintains  fair  requirements 
for  executions,  and  monitors  the 
financial  soundness  of  its  members.  The 
Exchange  represents  that  it  maintains  in 
effect  and  enforces  rules  which: 

(1)  Establish  standardized  terms  of  option 
contracts  (unit  of  trading,  expiration,  hours  of 
trading,  delivery).  See,  e.g..  Bylaw  BAB.100- 
BAB.107  (90  Day  Bank  Bills). 

(2)  Establish  exercise  conditions  and 
procedures  for  the  allocation  of  exercise 
notices.  See,  e.g..  Bylaw  BAB.105-BAB.107: 
TB.100-TB.107;  see  also  Bylaws  Opt.  5  and 
Opt.  0. 

(3)  DeHne  option  terms,  including  in-the- 
money  and  out-of-the-money  options.  Trading.. 
Etiquette  TE.1.1 

(4)  Require  the  payment  of  the  option 
premium.  Bylaw  Opt.  2(b),  which  is  itself 
margined,  Bylaw  OpL  7  (deposits  and 
margins). 


(5)  Require  the  execution  of  a  customer 
agreement  prior  to  a  member  accepting  a 
person  as  a  client  as  well  as  the  distribution 
of  a  risk  disclosure  document  as  mandated 
by  Section  87  of  the  Code.  See,  e.g..  Article 
4.6(4)(h)  (Associate  Members);  see  also  Form 
4.  Part  B,  Schedules  (customer  agreements). 

(6)  Require  members  to  act  in  a  manner 
consistent  with  the  promotion  and  protection 
of  the  goodwill  and  public  image  of  the 
Exchange;  to  maintain  accurate  accounting 
records;  to  maintain  accurate  trade  records; 
and  to  co-operate  with  the  Exchange 
Committee  for  Inspection  and  Audit.  See,  e.g.. 
Article  4.6. 

(7)  Require  members  to  refer  any  arbitrable 
dispute  to  arbitration  in  accordance  with 
Exchange  rules.  See,  e.g..  Article  4.6(3)(d), 
and  otherwise  to  use  its  best  efforts  to  settle 
disputes  in  a  manner  consistent  with 
upholding  the  goodwill  and  public  image  of 
the  Exchange  and  its  members.  See,  e.g.. 
Article  4.6(3)(e). 

(8)  Prohibit  advertising  in  any  manner 
which  may  be  false,  misleading  or  prejudicial 
to  the  goodwill  and  public  image  of  the 
Exchange,  its  members  and  markets.  See  e.g.. 
Article  4.6(4)(m). 

(9)  Prohibit  any  unsolicited  business 
communication  or  writing  to  any  person  other 
than  a  client  without  First  obtaining  written 
Exchange  approval.  See,  e.g..  Article  4.6(4)(n). 

(10)  Prohibit  a  member  from  operating 
discretionary  account  on  behalf  of  a  client 
unless  authorized  in  writing.  See  Bylaw 
G.21(a).  See  also  Form  2,  Part  B,  Schedules. 
With  respect  to  such  discretionary  accounts. 
Exchange  Bylaw  G.32(d)  requires  the 
Exchange  member  to; 

(i)  Ensure  that  only  persons  who  have  been 
approved  as  Registered  Representatives 
under  Article  37  at  the  request  of  that 
member  shall  exercise  discretion  in  respect  of 
that  account; 

(11)  Maintain  a  full  and  complete  record  of 
each  exercise  of  the  discretionary  authority 
showing  the  name  of  the  client,  the  details  of 
the  futures  contract,  the  date  and  time  of  the 
transaction  being  effected  and  the  name  of 
the  Registered  Representative  placing  the 
order; 

(iii)  Unless  otherwise  separately  agreed  to 
in  writing  by  the  client,  forward  to  the  client 
a  written  confirmation  of  all  transactions 
undertaken  for  the  account,  together  with 
written  advice  of  the  financial  results  of  each 
position  closed  out;  and  a  current  account 
statement  and  an  open  position  statement  as 
of  the  end  of  each  month;  and 

(iv)  Ensure  that  the  transactions  effected 
for  a  discretionary  account  are  not  excessive 
in  size  of  frequency  having  regard  to  the 
nature  of  the  financial  resources  of  the 
account  and  the  market  involved. 

These  rules  generally  address  the 
regulatory  concerns  the  Commission 
identified  in  setting  forth  conditions  for 
the  designation  of  U.S.  contract  markets 
in  options.  See  Commission  Rule  33.4.  In 
this  connection,  the  Exchange 
represents  that  the  regulatory 
environment  governing  transactions  of 
the  Exchange  provides  many  of  the 


28839 


Federal  Register  /  Vbl.  53,  No.  146  /  Friday,  July  29,  1988  /  Rules  and  Regulations 


protections  found  on  regulated  United 
States  markets. 

IV.  Conslusion 

Based  upon  the  foregoing,  the 
representations  of  the  Exchange  and 
NCSC  contained  in  their  letters  dated 
May  13, 1988  and  May  27, 1988, 
respectively,  and  pursuant  to 
Commission  Rule  30.3(a),  the  Division 
recommends  that  the  Commission 
publish  in  the  Federal  Register  this 
memorandum  and  approve  and  publish 
the  attached  order  authorizing  the  offer 
and  sale  in  the  United  States  of  options 
traded  on  the  Exchange  subject  to  the 
following  terms  and  conditions: 

(1)  Except  as  otherwise  permitted  under  the 
Commodity  Exchange  Act  and  regulations 
thereunder,  that  no  offer  or  sale  of  any 
Exchange  option  product  in  the  United  States 
will  be  made  until  thirty  days  after 
publication  in  the  Federal  Register  of  notice 
specifying  the  particular  option(s)  to  be 
offered  and  sold  pursuant  to  the  order; 

(2)  That  NCSC  and  the  Exchange  represent 
that  all  transactions  with  respect  to  the 
option(s)  referenced  in  such  notice  will  be 
governed  by  the  Futures  Industry  Act,  the 
Code  and  Exchange  option  rules  as  more 
particularly  discussed  in  the  Staff 
Memorandum  and  that  NCSC  and  the 
Exchange  will  provide  the  Commission  with 
information  as  to  all  material  changes  therein 
promptly; 

(3)  That  options  on  futures  on  stock 
indices  and  options  on  futures  on  foreign 
government  debt  securities  will  not  be 
permitted  to  be  offered  and  sold  absent 
certain  additional  procedures; 

(4)  That  options  traded  pursuant  to  the 
order  may  only  be  offset  on  the  Exchange  or 
another  market  with  respect  to  which  the 
Commission  has  approved  a  .linkage 
arrangement  with  the  Exchange; 

(5)  That  options  traded  pursuant  to  the 
order  may  only  be  offered  and  sold  by 
persons  registered  in  the  appropriate 
capacity  under  the  Commodity  Exchange  Act 
or  by  persons  who  have  been  granted  an 
exemption  from  registration  under  Rule  30.10 
based  on  comparability  of  regulation,  but 
may  not  be  offered  by  persons  doing  business 
in  the  United  States  pursuant  to  the 
Commission's  interim  order  issued  on 
January  29, 1988  (53  FR  3338  (Feb.  5, 1988)); 

(6)  That,  notwithstanding  any  rules  of  the 
Exchange  or  the  NCSC,  options  traded 
pursuant  to  the  order  may  only  be  offered 
and  sold  to  foreign  futures  and  options 
customers  if  each  futures  commission 
merchant  receives  from  each  such  customer 
the  full  amount  of  each  option  premium  at  the 
time  the  option  is  purchased;  and 

(7)  If  experience  demonstrates  that  the 
continued  effectiveness  of  the  order  would  be 
contrary  to  public  policy  or  the  public  interest 
or  that  the  operation  (M*  execution  of  the 


See  52  FR  28880.  28962  n.O  and  section  2a(l)  of 
the  CEA. 

s*  See  section  2a(l)  of  the  CEA,  section  3(a)(12)  of 
the  Securities  Exchange  Act  of  1934  and  Rule  3al2-8 
promulgated  thereunder. 


systems  and  arrangements  in  place  for  the 
trading  of  the  option  products  subject  hereto, 
or  the  exchange  of  information  with  fespect 
to  such  products,  do  not  warrant  continuation 
of  the  authorization  granted  herein,  the 
Commission  may  modify,  suspend,  terminate 
or  otherwise  restrict  the  authorization 
granted  in  the  order,  as  appropriate,  on  its 
own  motion. 

The  Exchange  has  specified  that  the 
following  option  contracts,  the  terms 
and  conditions  for  which  are  attached 
hereto,  will  initially  be  offered  and  sold 
in  the  United  States:  Options  on  90*Day 
Bank  Accepted  Bill  Futures,  Options  on 
Ten- Year  Treasury  Bond  Futures  and 
Options  on  Australian  Dollar  Futures. 

As  noted  in  condition  (7)  above,  the 
Division  recommends  that  the 
Commission  retain  the  authority  to 
terminate  the  order  granting 
authorization  to  offer  and  sell  Exchange 
options  in  the  United  States  or  to  take 
such  other  steps  as  may  be- appropriate 
in  light  of  the  circumstances.  In  that 
connection,  if  the  order  is  approved  by 
the  Commission,  the  Division  intends  to 
monitor  the  offer  and  sale  of  Sydney 
Futures  Exchange  options  to  persons  in 
the  United  States  pursuant  to  the  terms 
of  the  recommended  order  and  to  make 
recommendations  for  further  action  to 
the  Commission,  as  appropriate  in  light 
of  the  operation  of  that  program. 

Sydney  Futures  Exchange  Contract 
Specifications 

Options  Contracts  ‘  ‘  ' 

Options  on  90-Day  Bank  Accepted  Bill 
Futures 

Contract  Unit:  One  $A500,000  face 
value  90-day  bank  accepted  bill  futures 
contract  for  a  specified  contract  month 
on  the  Sydney  Futures  Exchange. 

Exercise  Prices:  Set  at  intervals  of 
0.50%  per  annum  yield.  New  option 
exercise  prices  created  automatically  as 
the  underlying  futures  contract  price 
moves. 

Premiums:  Quoted  in  yield  per  cent 
per  annum. 

Contract  Months:  Put  and  call  options 
available  on  the  three  nearest  months  of 
the  "major”  calendar  cycle  (March,  June, 
September  and  December). 

Expiry:  At  12.00  noon  on  the  Friday 
one  week  prior  to  the  settlement  day  for 
the  corresponding  futures  contract. 

Exercise  of  Options:  Options  may  be 
exercised  on  any  business  day  up  1o  and 
including  the  day  of  expiry.  In-the- 
money  options  are  automatically 
exercised  at  expiry. 

Options  on  Ten-Year  Treasury  Bond 
Futures 

Contract  Unit:  One  $A100,000  face 
value,  12%  coupon,  ten-year  Treasury 


bond  futures  contract  for  a  specified 
contract  month  on  the  Sydney  Futures 
Exchange. 

Exercise  Prices:  Set  at  intervals  of 
0.25%  per  annum  yield.  New  option 
exercise  prices  created  automatically  as 
the  underlying  futures  contract  price 
moves. 

Premiums:  Quoted  in  yield  per  cent 
per  annum. 

Contract  Months:  Put  and  call  options 
available  on  the  two  nearest  months  of 
the  "major”  calendar  cycle  (March,  June, 
September  and  December). 

Expiry:  At  12.00  noon  on  the  last  day 
of  trading  in  the  underlying  futures 
contract  (the  fifteenth  day  of  the  month 
or  the  next  succeeding  business  day). 

Exercise  of  Options:  Options  may  be 
exercised  on  any  business  day  iip  to  and 
including  the  day  of  expiry.  In-the- 
money  options  are  automatically 
exercised  at  expiry. 

Options  on  Australian  Dollar  Futures 

Contract  Unit-  One  Australian  dollar 
futures  contract  of  face  value  $A100,000. 

Exercise  Prices:  Set  at  intervals  of  $0- 
01  (U.S.)  New  option  exercise  prices  are 
created  automatically  as  the  underlying 
futures  contract  price  moves. 

Premiums:  Quoted  in  $(U.S.)  per 
$(Australia). 

Contract  Months:  Options  are 
available  in  the  two  nearest  of  the 
contract  months  in  the  "major”  cycle  for 
the  Australian  dollar  futures  contract 
(March,  June,  September  and 
December). 

Expiry:  Options  expire  at  5:30  p.m.  on 
the  second  Wednesday  of  the  delivery 
month.  Futures  contracts  expire  bn  the 
following  Wednesday. 

Exercise  of  Options:  may  be 

exercised  on  any  business  day  up  to  and 
including  the  day  of  expiration.  In-the- 
money  options  are  automatically 
exercised  at  expiration. 

List  of  Subjects  in  17  CFR  Part  30 

Commodity  futures. 

Accordingly,  17  CFR  Part  30  is 
amdned.as  set  forth  below: 

PART  30>-FOREIGN  FUTURES  AND 
FOREIGN  OPTIONS  TRANSACTIONS 

1.  The  authority  citation  for  Part  30 
continues  to  read  as  follows: 

Authority:  Secs.  2(a)(1)(A),  4, 4c  and  8a  of 
the  Commodity  Exchange  Act,  7  U.S.C.  2, 4. 6. 
6g  and  12a  (1982). 

2.  Appendix  B  is  amended  by  adding 
the  following  entry  alphabetically: 
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Appendix  B — Option  Contracts 
Permitted  To  Be  ORered  and  Sold  in  the 
U.S.  pursuant  to  §  30.3(a) 

Exchange 

*  *  *  *  * 

Sydney  Futures  Exchange. 

Type  of  contract 

«*■*** 

Options  on  90-day  Bank  Accepted  Bill 
futures.  Ten-year  Treasury  bond  futures, 
Australian  dollar  futures. 

FR  date  and  citation 

***** 

July  29. 1988:  53  FR _ 

[FR  Doc.  88-16728  Filed  7-2&-88;  8:45  am] 
BILUNG  CODE  6351-01-M 


17  CFR  Part  30 

Foreign  Option  Transactions;  Montreal 
Exchange 

agency:  Commodity  Futures  Trading 

Commission. 

action:  Order. 

summary:  The  Commodity  Futures 
Trading  Commission  (‘‘Commission’*)  is 
authorizing  option  contracts  traded  on 
the  Montreal  Exchange  to  be  offered 
and  sold  to  persons  located  in  the 
United  States.  This  order  is  issued 
pursuant  to  Commission  Rule  30.3(a),  52 
FR  28980,  28998  (August  5. 1987),  which 
makes  it  unlawful  for  any  person  to 
engage  in  the  o^er  and  sale  of  a  foreign 
option  product  until  the  Commission,  by 
order,  authorizes  such  foreign  option  to 
be  offered  in  the  United  States.* 
EFFECTIVE  DATE:  August  29, 1988. 

FOR  FURTHER  INFORMATION  CONTACT. 
)ane  C.  Kang,  Esq.,  or  Robert  H. 
Rosenfeld,  Esq.,  Division  of  Trading  and 
Markets,  Commodity  Futures  Trading 
Commission,  2033  K  Street,  NW., 
Washington,  DC  20581.*  Telephone: 
(202)  254-8955. 


'  Notwithstanding  the  prohibition  in  Commission 
Rule  30.3(a),  non-domestic  exchange-traded  options 
which  are  traded  pursuant  to  the  trade  option 
exemption  in  Commission  Rule  32.4(a),  17  CFR 
32.4(a)  (1987),  may  continue  to  be  offered  and  sold. 

*  In  considering  requests  under  Rule  30.3(a),  the 
Commission  notes  that  it  has  received  a  significant 
number  of  comments  that  the  offer  and  sale  of 
foreign  options  should  be  permitted.  See  advance 
notice  of  proposed  rulemaking,  40  FR  (|uly  25. 1984), 
proposed  rules.  51  FR  12104  (April  8. 1986)  and  final 
rules.  52  FR  28980  (August  5, 1987).  The  Commission 
continues  to  welcome  comments  on  this  process.  On 
this  same  date,  the  Commission  also  has  issued 
orders  authorizing  certain  option  contracts  traded 
on  the  Montreal  Exchange  and  the  Singapore 
International  Monetary  Exchange  to  be  offered  and 
sold  in  the  United  States. 


SUPPLEMENTARY  INFORMATION:  The 

Commission  has  issued  the  following 
Order: 

United  States  of  America  Before  the 
Commodity  Futures  Trading 
Commission 

Order  Under  CFTC  Rule  30.3(a) 
Permitting  Option  Contracts  Traded  on 
the  Montreal  Exchange  To  Be  Offered 
and  Sold  in  the  Unied  States  Thirty 
Days  After  Notice  to  the  Commission 
and  Publication  in  the  Federal  Register 
of  the  Option  Contracts  To  Be  Traded 

On  July  23, 1987,  the  Commission 
adopted  Hnal  rules  governing  the 
domestic  oflfer  and  sale  of  commodity 
futures  and  option  contracts  traded  on 
or  subject  to  the  rules  of  a  foreign  board 
of  trade.  52  FR  28980  (August  5, 1987). 
These  rules,  which  became  effective  on 
February  1, 1988,  establish,  among  other 
things,  a  regulatory  framework  for  the 
offer  and  sale  of  foreign  options  to 
persons  located  in  the  United  States.* 
Specifically,  Rule  30.3(a]  provides  that: 

[Njotwithstanding  any  other  provisions  of 
this  part,  it  shall  be  unlawful  for  any  person 
to  engage  in  the  offer  and  sale  of  any  foreign 
option  until  the  Conunission,  by  order, 
authorizes  such  foreign  option  to  be  offered 
in  the  United  States  *  *  *.  52  FR  2898a 

In  this  regard,  in  view  of  the  history  of 
abuses  in  the  options  markets  prior  to 
the  imposition  of  the  options  ban,'*  the 
Commission  determined  to  phase  in 
foreign  options  on  a  market-by-market 
basis  through  particularized  review  of 
applications  submitted  by  individual 
markets  and  issuance  of  an 
authorization  order,  as  appropriate,  by 
the  Commission.  In  adopting  the  final 
rules  which  implement  that  procedure, 
the  Commission  stated  that 
notwithstanding  the  enactment  of  Part 
30,  which  provides  a  regulatory 
framework  to  govern  transactions  in 
both  foreign  futures  and  foreign  options, 
and  which  has  been  the  subject  of 
extensive  notice  and  comment,  it  would 
be  unlawful  for  any  person  to  engage  in 
the  offer  and  sale  of  a  particular  foreign 
option  product  until  the  Commission 
specifically  authorizes  such  foreign 
option  to  be  offered  and  sold  in  the 


’  Rule  30.1(b)  defines  a  foreign  option  as  any 
transaction  or  agreement  which  is  or  is  held  out  to 
be  of  the  character  of.  or  is  commonly  known  to  the 
trade  as,  an  “option",  “privilege",  “indemnity", 
“bid",  “offer",  “put",  “call",  “advance  guaranty"  or 
“decline  quaranty",  made  or  to  be  made  on  or 
subject  to  the  rules  of  a  foreign  board  of  trade. 

*  Although  the  statutory  prohibition  on  the  offer 
and  sale  of  foreign  options  formerly  contained  in 
section  4c(c)  of  the  Conunodity  Exchange  Act 
("Act")  has  been  removed,  see  Futures  Trading  Act 
of  1986,  Pub.  L.  99-641,  section  102, 100  StaL  3558 
(1987),  the  regulatory  prohibition  in  Commission 
Rule  32.11, 17  CFR  32.11  (1987),  adopted  pursuant  to 
section  4c(b)  of  the  Act,  remains  in  effect 


United  States.*  As  a  consequence,  Rule 
30.3(a)  permits  the  Commission,  as 
stated  in  the  release  accompanying  the 
proposed  rules,  to  consider,  among  other 
things,  its  ability  to  determine  whether 
or  not  a  particular  trade  has  been 
transmitted  to  and  executed  on  a  foreign 
exchange  as  part  of  its  decision  to 
authorize  transactions  in  specific  foreign 
exchange-traded  options.® 

By  letter  dated  October  7, 1987,  the 
Montreal  Exchange  (“Exchange") 
requested  that  the  Commission 
authorize  the  offer  and  sale  of  option 
contracts  traded  on  the  Exchange  to 
persons  located  in  the  United  States.  By 
letter  dated  Janaury  6, 1988,  the 
Commission  advised  that  the  request  on 
behalf  of  the  Exchange  would  be 
addressed  pursuant  to  Commission  Rule 
30.3(a). 

In  issuing  this  Order,  the  Commission 
has  considered:  (1)  The  availability  of 
certain  information  relevant  to 
preventing  abuses  in  the  trading  of 
option  contracts  on  the  Exchange 
including,  but  not  limited  to,  trade 
confirmation  data,  data  necessary  to 
trace  offshore  funds,  firm-specific  data 
related,  among  other  things,  to  good 
standing,  fitness  of  principals  and 
financial  condition,  and  data  related  to 
sales  practices  in  respect  of  such 
products;'*  (2)  the  arrangements  in  place 
for  assuring  Aat  sales  practice  abuses  in 
such  options  do  not  occur,  including 
undertakings  or  arrangements  by  the 
appropriate  foreign  entity  for  the 
fulfillment  of  sales  practice  compliance 
obligations  commensurate  with  those 
which  apply  to  domestic  products  with 
respect  to  firms  engaged  in  the  offer  and 
sale  of  its  foreign  option  products  in  the 
United  States;  (3)  the  arrangements  for 
United  States  customers  to  redress 
grievances  with  respect  to  matters 
directly  pertaining  to  the  conduct  of 
trading  or  other  activities  relevant  to  the 
offer  and  sale  of  such  products  occurring 
within  the  jurisdiction  where  the  option 
is  traded;  and  (4)  the  regulatory 
environment  in  which  such  foreign 
options  are  traded. 

In  determining  that  the  Exchange’s 
showing  with  respect  to  the  foregoing 
matters  is  sufficient  to  warrant  the 
issuance  of  the  Order  herein,  the 


>  52  FR  28980.  28998. 

•  51  FR  12104, 12105. 

>  See  51  FR  12104. 12105  (April  8. 1988).  The 
pattern  of  abusea  that  was  characteristic  of  option 
sales  practices  in  the  past,  and  which  contributed  to 
the  Commission's  decision  to  suspend  ail  option 
sales  in  1976,  included  the  unavailability  of  data 
necessary  to  permit  a  determination  whether  orders 
for  options  had  in  fact  been  executed  or  whether 
they  simply  had  been  “bucketed".  See  43  FR  16155 
(April  17, 1978). 
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Commission  notes  that  as  it  acquires 
further  experience  it  may  determine  that 
other  considerations  are  also  relevant. 

To  this  end,  the  Commission  expects  to 
continue  to  monitor  the  offer  and  sale  of 
the  products  subject  to  this  Order.® 

Based  upon  the  representations  of  the 
Exchange  contained  in  its  letters  dated 
October  7, 1987  and  June  24, 1988,  a 
separate  letter  from  the  Commission  des 
valeurs  mobilieres  du  Quebec 
(“CVMQ”),  the  Exchange’s  regulator, 
dated  June  10, 1988  and  the 
memorandum  from  the  Division  of 
Trading  and  Markets  to  the  Commission 
dated  July  5, 1988  (“Staff 
Memorandum”),  and  pursuant  to 
Commission  Rule  30.3(a],  the 
Commission  hereby  authorizes  the  offer 
and  sale  in  the  United  States  of  options 
traded  on  the  Exchange  subject  to  the 
following  conditions: 

(1)  Except  as  otherwise  permitted  under  the 
Commodity  Exchange  Act  and  regulations 
thereunder,  that  no  offer  or  sale  of  any 
Exchange  option  product  in  the  United  States 
shall  be  made  until  thirty  days  after 
publication  in  the  Federal  Register  of  notice 
specifying  the  particular  option(s)  to  be 
offered  and  sold  pursuant  to  this  Order; 

(2)  That  the  CVMQ  and  the  Exchange 
represent  that  all  transactions  with  respect  to 
the  option(s)  referenced  in  such  notice  ®  will 
be  governed  by  the  Quebec  Securities  Act, 
the  Regulations  thereunder  and  Exchange 
option  rules  as  more  particularly  discussed  in 
the  Staff  Memorandum  and  that  they  will 
provide  the  Commission  with  information  as 
to  all  material  changes  thereto  promptly; 

(3)  That  options  on  futures  on  stock 
indices  and  options  on  futures  on  foreign 
government  debt  securities  * '  will  not  be 
permitted  to  be  offered  and  sold  hereunder 
absent  certain  additional  procedures; 

(4)  That  options  traded  pursuant  to  this 
Order  may  only  be  offset  on  the  Exchange  or 
another  market  with  respect  to  which  the 
Commission  has  approved  a  linkage 
arrangement  with  the  Exchange; 


*  In  this  connection,  the  Commission  notes  that  it 
has  not  sought  to  analyze  the  individual  option 
contracts  under  the  requirements  which  apply  to  the 
designation  of  an  option  contract  proposed  to  be 
traded  on  a  United  States  contract  market.  In 
particular,  the  Commission  has  not  analyzed 
whether  these  instruments  would  meet  the 
Commission's  economic  purpose  test,  17  CFR 
33.4(a)(5)(i),  or  other  criteria  relating  to  the  speciflc 
terms  and  conditions  of  such  foreign  option 
contract.  See  17  CFR  33.4.  The  Commission, 
however,  has  plenary  authority  with  respect  to 
option  products.  See  section  4c  of  the  Act. 

*  The  option  contracts  which  will  initially  be 
offered  and  sold  pursuant  to  this  Order  are  the 
International  Options  Clearing  Corporation 
("lOCC”)  Foreign  Currency  Options  (British  Pounds, 
Deutschemarks,  lapanese  Yen,  Swiss  Francs),  lOCC 
Canadian  Dollar  Options,  lOCC  Gold  Options  and 
lOCC  Platinum  Options, 

■°  See  52  FR  28980,  28982  n,6  and  section  2a(l)  of 
the  Act. 

' '  See  section  2a(l)  of  the  Act,  section  3(a)(12)  of 
the  Securities  Exchange  Act  of  1934  and  Rule  3al2-8 
promulgated  thereunder. 


(5)  That  options  traded  pursuant  to  the 
Order  herein  may  only  be  offered  and  sold  by 
persons  registered  in  the  appropriate 
capacity  under  the  Commodity  Exchange  act 
or  by  persons  who  have  been  granted  an 
exemption  from  registration  under  Rule  30.10 
based  on  comparability  of  regulation,  but 
may  not  be  offered  and  sold  by  persons  doing 
business  in  the  United  States  pursuant  to  the 
Commission's  interim  order  issued  on 
January  29, 1988  (53  FR  3338  (Feb.  5, 1988)); 
and 

(6)  If  experience  demonstrates  that  the 
continued  effectiveness  of  this  Order  would 
be  contrary  to  public  policy  or  the  public 
interest  or  that  the  operation  or  execution  of 
the  systems  and  arrangements  in  place  for 
the  trading  of  the  option  products  subject 
hereto,  or  the  exchange  of  information  with 
respect  to  such  products,  do  nut  warrant 
continuation  of  the  authorization  granted 
herein,  the  Commission  may  modify,  suspend, 
terminate  or  otherwise  restrict  the 
authorization  granted  in  this  Order,  as 
appropriate,  on  its  own  motion.  In  such  event, 
appropriate  arrangement  to  service  existing 
positions  will  be  made. 

This  Order  is  issued  based  on  the 
representations  made  and  information 
provided  to  the  Commission  and  its  staff 
as  set  forth  herein  and  in  the  Staff 
Memorandum.  Any  changes  or  material 
omissions  might  require  the  Commission 
to  reconsider  the  authorization  granted 
in  this  order. 

Issued  in  Washington,  DC  on  July  20, 1988. 
Jean  A.  Webb, 

Secretary  of  the  Commission. 

Memorandum 
July  5, 198a 

To:  The  Commission. 

From:  The  Division  of  Trading  and 
Markets. 

Subject:  Order  Under  Commission  Rule 
30.3(a)  Permitting  Certain  Option 
Contracts  Traded  on  the  Montreal 
Exchange  to  be  Offered  and  Sold  in 
the  United  States. 

Recommendation:  That  the  Commission 
publish  in  the  Federal  Register  this 
memorandum  and  approve  and 
publish  the  attached  order 
permitting  option  contracts  traded 
on  the  Montreal  Exchange  to  be 
offered  and  sold  in  the  United 
States  upon  thirty  days  notice. 
Other  Divisions  and  Offices  Consulted: 
Division  of  Economic  Analysis, 
Division  of  Enforcement,  Office  of 
the  Executive  Director,  Office  of  the 
General  Counsel. 

I.  Introduction 

On  July  23, 1987,  the  Commission 
adopted  final  n»le«  governing  the 
domestic  offer  and  sale  of  commodity 
futures  and  option  contracts  traded  on 
or  subject  to  the  rules  of  a  foreign  board 
of  trade.  52  FR  28980  (August  5, 1987). 


These  rules,  which  became  effective  on 
February  1, 1988,  establish,  among  other 
things,  a  regulatory  framework  for  the 
offer  and  sale  of  foreign  option  products 
to  persons  located  in  the  United  States.' 
Specifically,  Rule  30.3(a)  provides  that: 

[Njotwithstanding  any  other  provisions  of 
this  part,  it  shall  be  unlawful  for  any  person 
to  engage  in  the  offer  and  sale  of  any  foreign 
option  until  the  Commission,  by  order, 
authorizes  such  foreign  option  to  be  offered 
in  the  United  States  *  *  *.  52  FR  28988. 

In  this  regard,  in  view  of  the  history  of 
abuses  in  the  options  market  prior  to  the 
imposition  of  the  options  ban,®  the 
Commission  determined  to  phase  in 
foreign  options  on  a  market-by-market 
basis  through  particularized  review  of 
applications  submitted  by  individual 
markets  and  issuance  of  an 
authorization  order,  as  appropriate,  by 
the  Commission.®  In  adopting  the  final 
rules  which  implement  that  procedure, 
the  Commission  stated  that 
notwithstanding  the  enactment  of  Part 
30,  which  provides  a  regulatory 
framework  to  govern  transactions  in 
both  foreign  futures  and  foreign  options, 
and  which  has  been  the  subject  of 
extensive  notice  and  comment,  it  would 
be  unlawful  for  any  person  to  engage  in 
the  offer  and  sale  of  a  particular  foreign 
option  product  until  the  Commission 
specifically  authorizes  such  foreign 
option  to  be  offered  and  sold  in  the 
United  States.*  As  a  consequence.  Rule 
30.3(a)  permits  the  Commission,  as 
stated  in  the  release  accompanying  the 
proposed  rules,  to  consider,  among  other 
things,  its  ability  to  determine  whether 
or  not  a  particular  trade  has  been 
transmitted  to  and  executed  on  a  foreign 


■  Rule  30.1(b)  defines  a  foreign  option  as  any 
transaction  or  agreement  which  is  or  is  held  out  to 
be  of  the  character  of,  or  is  commonly  known  to  the 
trade  as,  an  “option",  “privilege”,  "indemnity", 
“bid",  "offer”,  “put”,  “call",  "advance  guaranty"  or 
“decline  guaranty",  made  or  to  be  made  on  or 
subject  to  the  rules  of  a  foreign  board  of  trade. 

*  See  51  FR  12104. 12105  (April  8, 1986).  The 
pattern  of  abuses  that  was  characteristic  of  option 
sales  practices  in  the  past,  and  which  contributed  to 
the  Commission's  decision  to  suspend  all  option 
sales  in  1978,  included  the  unavailability  of  data 
necessary  to  permit  a  determination  whether  orders 
for  options  had  in  fact  been  executed  or  whether 
they  simply  had  been  "bucketed”.  See  43  FR  16155 
(April  17, 1978). 

’  Although  the  statutory  prohibition  on  the  offer 
and  sale  of  foreign  options  formerly  contained  in 
section  4c(c)  of  the  Commodity  Exchange  Act 
(“Act")  has  been  removed,  see  Futures  Trading  Act 
of  1986,  Pub.  L.  99-641.  section  102, 100  Stat.  3556 
(1987),  the  regulatory  prohibition  in  Commission 
Rule  32.11, 17  CFR  32.11  (1987),  adopted  pursuant  to 
section  4c(b)  of  the  Act,  remains  in  effect. 

*  52  FR  28980,  28998.  Notwithstanding  the 
prohibition  in  Commission  Rule  30.3(a),  non¬ 
domestic  exchange-traded  options  which  are  traded 
pursuant  to  the  trade  option  exemption  in 
Commission  Rule  32.4(a),  17  CpR  32.4(a)  (1987),  may 
continue  to  be  offered  and  sold. 
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exchange  in  determining  whether  to 
authorize  transactions  in  speciHc 
foreign-exchange  traded  options.® 

By  letter  dated  October  7, 1987,  the 
Montreal  Exchange  (“Exchange”) 
requested  that  the  Commission 
authorize  the  offer  and  sale  of  option 
contracts  traded  on  the  Exchange  to 
persons  located  in  the  United  States.  By 
letter  dated  January  6, 1988,  the 
Commission  advised  the  Exchange  that 
its  request  would  be  addressed  pursuant 
to  Commission  Rule  30.3(a). 

II.  Recommendation 

The  Division  of  Trading  and  Markets 
(“Division”)  has  carefully  reviewed  and 
considered  the  application  of  the 
Montreal  Exchange  to  offer  and  sell 
option  products  traded  on  the  Exchange 
in  the  United  States,  in  particular 
addressing;  (1)  The  availability  of 
certain  information  relevant  to 
preventing  abuses  in  the  trading  of  such 
contracts;  (2)  the  arrangements  in  place 
for  deterring  sales  practice  abuses;  (3) 
the  ability  of  United  States  customers  to 
redress  grievances  with  respect  to  the 
conduct  of  trading  and  other  offshore 
activities  relevant  to  the  offer  and  sale 
of  Exchange  products  in  the  United 
States;  and  (4)  the  regulatory 
environment  in  which  such  options  are 
traded.  As  discussed  more  fully  below, 
based  upon  its  determinations  with 
respect  to  the  foregoing  matters  and 
subject  to  the  terms  and  conditions 
specified  herein,  the  Division 
recommends  that  the  Commission 
publish  in  the  Federal  Register  this 
memorandum  and  approve  and  publish 
the  attached  order  permitting  certain 
option  contracts  traded  on  the  Montreal 
Exchange  to  be  offered  and  sold  in  the 
United  States.® 

III.  Discussion 

Information-Sharing 

Prior  to  the  imposition  of  the  options 
ban  in  1978,  the  ability  of  the 
Commission  to  address  problems  which 
occurred  with  respect  to  the  offer  and 
sale  of  certain  ostensibly  foreign  options 
in  the  United  States  impeded  by  the 
inaccessibility  of  information  from  their 
purported  jurisdiction  of  origin.  As  a 
consequence,  in  determining  to  lift-the 
options  ban  with  respect  to  foreign 


»  41  FR 12104. 12105. 

*  See  attached  list  of  option  contracts  and  terms 
and  conditions.  The  Division  believes  that  review  of 
the  individual  foreign  optior.  contracts  should  be 
limited  at  this  time  to  the  regulatory  issues 
discussed  above  and  should  not  include  an  analysis 
of  whether  these  foreign  option  contracts  would 
meet  the  Commission's  economic  purpose  test  17 
CFR  33.4(a)(SHi)  (1987).  or  other  criteria  relating  to 
speciFic  terms  and  conditions  of  the  option 
c  mtracts.  See  17  CFR  33.4. 


products,  the  Commission  indicated  that 
a  primary  consideration  would  be  the 
availability  of  transaction  information.^ 
In  this  regard,  the  Commission  has 
received  conbrmations  from  both  the 
Exchange  and  its  Canadian  regulator, 
the  Commission  des  valeurs  mobilieres 
du  Quebec  (“CVMQ”),»  that  the  CVMQ 
and  the  Exchange  will  share  with  the 
Commission,  on  an  “as  needed”  basis 
and  without  restriction,  information 
relevant  to  Exchange  option 
transactions  proposed  to  be  entered  into 
with  or  on  behalf  of  United  States 
customers.  The  foregoing  exchange  of 
correspondence  confirms  that  the 
Commission's  assessment  of  need  for 
requested  information  will  be 
determinative.  The  assurances  of  the 
CVMQ  and  Exchange  concerning 
information-sharing  on  an  as-needed 
basis  extend,  but  are  not  limited,  to 
information  as  to  trade  confirmations, 
offshore  funds  committed  to  Exchange 
option  transactions,  firm-related  fitness 
(such  as  standing  to  do  business  and 
financial  condition),  and  the  sales 
practices  of  firms  selling  from  Canada 
into  the  United  States.  The  CVMQ  also 
has  provided  the  Commission  with 
assurances  that  the  secrecy  provisions 
of  the  Canadian  blocking  laws,  and  in 
particular,  the  Access  to  Information 
Act  ®  will  not  interfere  with  its  sharing 
of  information  with  the  Commission 
concerning  options  trading  activities 
including,  without  limitation, 
information  concerning  the  execution 
and  pricing  of  Exchange  options.*®  In 
addition,  the  Exchange  *  *  has 
represented  that  all  statements  that 
were  made  with  respect  to  information¬ 
sharing  in  connection  with  the 
Commission’s  consideration  of  prior 
requests  by  the  Exchange  to  offer  and 
sell  Exchange  options  in  the  United 
States  under  the  trade  option  exemption 
will  be  unconditionally  applicable  to 
other  transactions  in  options  traded  on 
the  Exchange.  *2 


'  52  FR  28960. 2898a 

*  Letters  dated  |une  10, 1988  from  Paul  Guy, 
Chairman  of  the  CVMQ,  to  Andrea  M.  Corcoran, 
Director,  Division  of  Trading  and  Markets,  and  June 
24, 1988  from  Philip  McB,  Johnson,  counsel  for  the 
Exchange,  to  the  Commission. 

*  An  Act  Representing  Access  to  Documents  Held 
by  Public  Bodies  and  the  Protection  of  Personal 
Information,  Statutes  of  Quebec,  1982,  Chapter  30. 
as  amended. 

Letter  to  Andrea  M.  Corcoran  dated  June  10. 
1988  from  Paul  Guy.  Chairman  of  the  CVMQ. 

' '  See  letter  to  the  Commission  dated  June  24, 
1988  from  Philip  McB.  Johnson,  counsel  for  the 
Exchange. 

In  this  regard,  the  CVMQ  previously  had  stated 
in  a  letter  dated  October  30. 19^  from  Paul  Guy, 
Chairman  of  the  CVMQ.  to  Andrea  M.  Corcoran, 
that:  [The  CVMQ)  has  a  long-standing  and  quite 
successful  information-sharing  relationship  with  the 
Securities  and  Exchange  Commission  in  the  United 


Sales  Practice  Audits 

In  developing  its  pilot  program  for 
domestic  exchange-traded  options,  the 
Commission  specifically  required  as  a 
condition  of  designation  that  the 
contract  market  seeking  approval  of  an 
option  adequately  provide  for  the 
monitoring  and  detection  of  sales 
practice  abuses,*® As  such  abuses 
ultimately  contributed  to  the  banning  of 
options  trading  altogether  in  1978,  the 
Commission  has  indicated  that  any 
options  offered  in  the  United  States 
must  be  subject  to  an  adequate  sales 
practice  audit  program.*®  In  this 
connection,  the  Exchange  represents 
that  it  has  adopted  rules,  discussed 
more  fully  below,  that  regulate  option 
sales  practices  including,  but  not  limited 
to,  review  and  response  to  customer 
complaints,  supervision  of  employees 
and  accounts,  solicitation,  notification  of 
disciplinary  actions,  risk  disclosure, 
solicitation  of  discretionary  accounts 
and  promotional  material,  in  a  manner 
similar  to  rules  of  U.S.  contract 
markets.*®  Additionally,  the  Exchange 
has  represented  that  it  will  conduct 
sales  practice  audits  of  firms  in  Canada 
selling  Exchange  options  into  the  United 
States  on  a  regular  basis.*®  The 
Exchange  also  has  made  arrangements 
with  the  National  Futures  Association 
(“NFA”),  which  NFA  has  confirmed  by 
letter  dated  June  10, 1988,  to  assure  that 
the  sales  practices  of  firms  located  in 
the  United  States  engaged  in  such 
activities  will  be  audited.*'* 

Dispute  Resolution 

In  considering  linkage  arrangements 
intended  in  part  to  foster  trading  among 
domestic  and  foreign  markets,  the 
Commission  has  indicated  that  a 
material  factor  in  its  decision  to  approve 
such  arrangements  was  the  existence  of 
a  mechanism  to  permit  United  States 
customers  to  seek  relief  for  disputes 
occurring  in  the  linked  jurisdiction.*" 


States.  We  are  prepared,  of  course,  to  maintain  a 
similar  relationship  with  the  [Commission]. 

‘‘1 46  FR  54500. 54502  (November  3, 1981). 

‘♦Id. 

'♦See  discussion  of  the  Exchange  option  rules. 
infra. 

Letter  to  the  Commission  dated  June  24. 1988 
from  Philip  McB.  Johnson,  counsel  for  the  Exchange. 

On  January  14. 1988,  the  Commission  approved 
amendments  to  NFA’s  Bylaws  and  the  adoption  of 
new  Bylaws  to  provide  for  the  regulation  of  the 
foreign  futures  and  options  activities  of  NFA 
members  and  associates.  By  letter  dated  June  10. 
1988  from  Daniel  A.  Driscoll,  Vice-President  of  the 
NFA.  to  Andrea  M.  Corcoran,  the  NFA  confirmed 
that  the  NFA  and  U.S.  exchanges  which  are  a  party 
to  a  joint  sales  practice  audit  agreement  will 
provide  sales  practice  audit  services  addressing 
sales  of  Montreal  Exchange  Options. 

'*  See  staff  memorandum  dated  August  28. 1984 
analyzing  Chicago  Mercantile  Exchange — Singapore 

Continued 
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The  availalnlity  of  a  forum  to  address 
complaints  with  respect  to  trade 
execution  also  is  relevant  to  any 
determination  to  lift  the  ban  on  foreign 
option  products.  This  is  because  the 
provision  of  such  a  forum  evidences  the 
relevant  foreign  jurisdiction's  intention 
to  afford  practical  mechanisms  to 
address  complaints  originating  with 
customers  not  located  in  that 
jurisdiction  and  to  assure  a  fair  trading 
environment.  In  this  regard,  in  its 
petition  of  October  7, 1987,  the  Exchange 
represented  that  customers  essentially 
have  four  levels  at  which  they  may 
attempt  to  settle  or  prosecute  a  dispute: 

Directly  with  their  registered 
representative  or  a  responsive  person  within 
the  member  Hrm; 

By  instituting  proceedings  in  a  court  of  law; 

By  employing  the  examination,  hearing  and 
settlement  procedure  of  the  Exchange;  or 

By  employing  the  examination,  hearing  and 
settlement  procedures  of  the  CVMQ. 

The  Exchange  represents  that 
customer  complaints  brought  against  a 
person  under  the  jurisdiction  of  the 
Exchange  are  usually  lodged  either 
directly  with  the  Exchange  or  with  the 
CVMQ  which,  by  agreement,  delegates 
investigation  and  further  action  to  the 
Exchange.  A  customer  may  seek 
recourse  at  the  CVMQ  once  the  process 
at  the  Exchange  level  is  terminated  and 
the  customer  has  not  obtained 
satisfactory  resolution  of  the  complaint. 
Under  the  Exchange  Rules,  a  complaint 
may  be  lodged  by  “the  Exchange,  a 


International  Monetary  Exchange  linkage  at  p.  51 
and  August  1, 1966  staff  memorandum  analyzing 
Commodity  Exchange.  Ina — Sydney  Futures 
Exchange  linkage  at  p.  22. 

'•The  Exchange  hearing  procedure  is  the  primary 
non-judicial  dispute  resolution  mechanism. 
However,  the  Exchange  arbitration  program  (which 
is  conceived  primarily  for  member-to-member 
disputes),  established  by  Exchange  Rules  5201-525a 
allows  non-members  to  submit  to  arbitration  any 
dispute  with  a  member  that  relates  to  a  contract 
subject  to  the  Exchange  rules.  See  Exchange  Rule 
5205.  Pursuant  to  Sections  5201-52.'>0  of  the 
Exchange's  Rules,  an  arbitration  proceeding  is 
conducted  before  an  impartial  panel,  which  is 
empowered  to  receive  documentary  and  oral 
evidence  and  award  damages  to  an  aggrieved 
customer.  “On  the  papers"  hearings  can  be  held 
with  the  concurrence  of  the  parties  but.  us  is  true  of 
U.S.  contract  markets  under  Commission 
regulations,  the  Exchange  is  not  obliged  to  provide 
such  a  procedure.  Compare  Commission  Regulation 
§  160.21d)(l).  17  CFR  180.2(d){l)  (1987).  which 
allows,  but  does  not  compel.  U.S.  contract  markets 
to  establish  “on  the  papers"  hearings  under  certain 
circumstances,  and  which  allows  U.S.  contract 
markets  to  require  the  personal  appearance  of 
complainants,  including  and  other  non-U.S. 
countries.  An  Exchange  member  which  fails  to 
comply  with  an  arbitration  award  is  deemed  to 
have  committed  an  act  detrimental  to  the  mterest 
and  welfare  of  the  Exchange,  thus  subjecting  itself 
to  the  full  range  of  the  Exchange's  disciplinary 
authority.  See  Exchange  Rule 
5207.  See  letter  to  the  Commission 
dated  |une  M.  1988  from  Philip  McB.  Johnson, 
counsel  for  the  Exchange. 


member,  or  a  permit  holder.”  (Exchange 
Rale  4221).  llius,  a  customer  complaint 
received  by  the  Exchange  must,  upon 
preliminary  investigation,  be  found  to 
have  merit  prior  to  its  being  formally 
lodged,  at  which  point  it  is  the  Exchange 
that  in  fact  takes  on  the  role  of 
“plaintiff.”  (Exchange  Rule  4221). 

The  Exchange  represents  that  all 
complaints  received  by  the  Exchange 
are  submitted  to  the  Member  Regulation 
Department  of  the  Exchange.  The 
Exchange  Examiner  and  staff  of  the 
Department  proceed  with  an 
investigation  of  the  allegations  in  light  of 
the  regulatory  and  legal  framework  of 
the  Exchange,  the  CVMQ  and  applicable 
securities  and  commodities  law.  When 
warranted,  the  complaint  is  referred  to 
an  internal  Exchange  Committee 
mandated  to  examine  the  facts  and 
validity  of  the  complaint.  If  the  customer 
complaint  is  found  to  be  without  merit 
the  nie  is  closed  and  the  customer  is 
notified  to  this  effect^®  Where  a 
complaint  is  found  to  have  merit  after 
the  initial  investigation  of  the  Exchange, 
the  disciplinary  procedures  contained  in 
Exchange  Rules  4221-4308  apply. 

Pursuant  to  Exchange  Rule  4226,  the 
Exchange  is  authorized  to  impose  the 
following  penalties: 

(a )  A  reprimand; 

(b)  A  fine  not  exceeding  C$100,000 
(US$83,100J:2l 

(c)  Suspension  of  the  rights  as  a  member, 
approved  person  or  permit  holder  for  such 
period  or  periods  and  upon  such  conditions, 
including  conditions  of  reinstatement,  as  the 
Governing  Committee  or  a  Disciplinary 
Committee  may  determine; 

(d)  Expulsion  of  a  member,  revocation  of 
the  permit  or  approval;  and 

(e)  The  making  of  restitution  to  any  person 
that  has  suffered  a  loss  as  a  result  of  the  acts 
or  omissions  of  a  person  under  the 
jurisdiction  of  tlie  Exchange. 

The  Exchange  has  represented  in  its 
petition  that  all  avenues  of  recourse 
available  to  Canadian  customers, 
including  proceedings  at  the  Exchange, 
the  CVMQ,  and  in  the  courts,  are 
available  to  non-Canadian  customers  on 
an  equal  basis  with  Canadian 
customers.**  Where  a  complaint  of 


The  CVMQ  has  broad  oversight  authority 
under  Articles  183.  310  and  322  of  the  Quebec 
Securibes  Act  to  review  the  Exchange's  disciplinary 
program  generally  as  well  as  to  review  specibc 
actions,  including  a  decision  not  to  prosecute  a 
member.  See  letter  to  the  Commission  dated  June 
24, 1968  from  Philip  McB.  Johnson,  counsel  for  the 
Exchange. 

Conversionf  at  June  23. 1988.  as  published  tn 
the  Washington  Post,  June  24. 198a 
••  See  October  7, 1987  petition  of  the  Montreal 
Exchange,  i.e..  that  U.S.  customers  will  receive  no 
less  than  "national  treatment." 


alleged  wrongdoing  of  an  Exchange 
member  or  other  approved  person  is 
found  to  have  merit,  the  Exchange’s 
disciplinary  procedures  normally  would 
apply. 

Non-Canadian  residents  making  a 
complaint  which  becomes  subject  to  the 
Exchange’s  disciplinary  procedures, 
including  investigation,  hearing  and 
settlement  may  not  necessarily  be 
compelled  to  appear  in  person. 

However,  if  the  Disciplinary  Committee 
determines  it  to  be  necessary,  the 
person  making  the  complaint  shall  at  a 
minimum  provide  an  authorized 
representative,  such  as  counsel,  to 
adequately  represent  the  case  put 
forward.  In  this  regard,  by  letter  dated 
June  24, 1988,  the  Exchange  made  clear 
that  U.S.  residents  may.  absent  any 
objection  by  the  defendant,**  give 
evidence  based  solely  upon  written 
documentation  submitted  under  oath  or 
affirmation  in  the  absence  of  any 
authorized  representative.  The 
Exchange  further  represented  that  if  the 
facts  underlying  the  proceeding  may  be 
established  by  other  evidence,  the 
presence  of  the  customer  may  not  be 
necessary.  Finally,  the  Exchange  also 
represented  that  it  may  arrange  for  a 
commissioner  to  be  appointed  to  take 
the  testimony  of  a  person  who  resides 
outside  Quebec,  which  would  obviate 
that  person’s  appearing  at  the  Exchange 
proceeding.  Thus,  the  testimony  of  U.S. 
residents  in  such  proceedings  may  be 
arranged  to  be  taken  in  the  U.S.** 

Regulatory  Environment 

When  options  originally  were  banned 
in  the  United  States,  they  had  not  been 
subjected  to  a  full  regulatory  program.  It 
is  appropriate,  therefore,  to  inquire  as  to 
whether  the  market  which  proposes  to 
offer  option  products  in  the  United 
States  has  a  regulatory  structure  which 
addresses  market  integrity  and  the  sales 
practices  of  firms  doing  business  with 


Because  the  proceeding  involvii^  most 
customer  complaints  against  a  member  are 
disciplinary  in  nature,  and  may  result  in  penalties 
as  well  as  restitution,  the  Exchange  is  of  the  view 
that  the  member  should  be  able,  if  the  member  so 
desires,  to  face  the  accuser.  Absent  objection,  of 
course,  the  customer's  testimony  can  be  given 
through  sworn  affidavit  or  simitar  documentation. 
The  Exchange  believes  that  it  would  be  manifestly 
unjust  and  unfair  to  present  charges  against  any 
person  and  thereafter  deny  that  person  a  right  to 
cross-examine  the  accuser.  Compare.  e.g„ 
Commission  Regulation  $  ai7(B)(7),  17  CFR 
8.17(a)17)  (1987).  (allowing  cross-examination  of 
witness  at  excitange  disciplinary  hearings).  See 
letter  to  the  Commission  dated  June  24, 1988  from 
Philip  McB.  lohnson,  counsel  for  the  exchange. 

•*  See  letter  to  the  Commission  dated  June  24. 
1988  from  Philip  McB.  Johnson,  counsel  for  the 
Exchange. 
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United  States  Hrms  or  customers.^^  This 
review  is  for  the  purpose  of  establishing 
the  existence  of  a  sui)ervised 
marketplace  and  does  not  constitute  a 
comparability  analysis  of  the  nature 
required  under  Rule  30.10  for  granting 
exemptions  h‘om  the  Part  30  rules. 

In  this  regard,  the  Exchange  has 
submitted  for  the  Commission’s 
consideration  information  relating  to  the 
regulatory  framework  governing  hitures 
and  option  transactions  in  Quebec.^" 
Essentially,  as  discussed  below,  the 
material  submitted  by  the  Exchange 
describes  a  self-regulatory  system 
subject  to  governmental  oversight  by  the 
CVMQ  which  is  intended  to  promote 
market  integrity  and  to  provide  a  fair 
trading  environment  for  Exchange 
futures  and  option  products,  as  follows; 

a.  Authorization  of  Exchanges  (Fitness 
of  the  Marketplace) 

In  order  to  do  business  in  Quebec,  an 
exchange  or  clearinghouse  must  be 
recognized  by  the  CVMQ  as  a  self- 
regulatory  organization.  (QSA  Sec.  169). 
Such  recognition  is  granted  by  the 
CVMQ  when  the  CVMQ  determines  that 
the  organization  has  adequate  hnancial 
resources  and  administrative  structures 
and  that  the  organization’s  operating 
rules  are  in  conformity  with  the  QSA. 
(QSA  Sec.  174).  In  this  regard,  the 
constituting  documents,  by-laws  and 
operating  rules  of  an  exchange  must 
provide  for.  (1)  Unrestricted  membership 
for  every  person  who  fulfills  the 
conditions  of  admission;  (2)  equal 
access  to  services  for  every  member; 
and  (3)  the  disciplining  of  members  or 
their  representatives  for  breach  of 
Exchange  by-laws  or  operating  rules. 
(QSA  Sec.  175). 

Any  rules  which  have  the  effect  of 
limiting  competition  must  be  submitted 
to  the  CVMQ  for  its  prior  approval. 

(QSA  section  176).  In  addition,  all  other 
amendments  to  the  constituting 
documents,  by-laws  or  operating  rules  of 

**  Although  the  Commission  has  not  indicated  an 
intention  to  review  the  terms  and  conditions  of 
foreign  option  products,  see  S.  Rep.  No.  384, 97th 
Cong.,  2d  Sess,  45-46  (1982).  the  Commission's 
authority  with  respect  to  options  is  plenary. 

**  The  Exchange  has  submitted  the  following: 

By-Laws  and  Rules  of  the  Montreal  Exchange 
(“Exchange  Rules"); 

The  Quebec  Securities  Act  (Bill  85,  Chapter  48] 
assented  to  December  18, 1982,  as  amended 
February  24, 1987  ("QSA”);  and 

Quebec  Regulations  respecting  securities  (Order 
in  Council  660-83,  March  30, 1983),  as  amended  as 
of  fanuary  27, 1987  (“QSA  Regs.”). 

Reference  to  "securities”  in  the  QSA  includes 
futures  and  options.  As  provided  in  section  2  of  the 
QSA:  “The  scheme  of  securities  regulation 
established  by  the  |QSA]  and  the  regulations 
applies,  mutatis  mutandis  to  the  other  forms  of 
investment  listed  in  section  1  *  *  *  (which  lists 
futures  and  options).” 


an  exchange  must  be  submitted  to  the 
CVMQ  for  approval  (QSA  section  177). 
Such  approval  is  automatic  at  the 
expiration  of  30  days  unless  the  CVMQ 
notifies  to  the  contrary  (QSA  section 
178).  In  this  regard,  the  CVMQ  may 
order  an  exchange  to  amend  its  rules 
(QSA  section  180)  or  to  take  other  action 
it  deems  necessary  for  the  proper 
operation  of  the  organization  or  the 
protection  of  investors.  (QSA  section 
181).  Recognized  organizations  are 
required  to  inform  the  CVMQ  of  every 
decision  rendered  under  delegated 
powers  concerning  the  admission  of  new 
members  or  disciplinary  actions.  (QSA 
section  183).  Every  recognized 
organization  is  required  to  file  audited 
financial  statements  yearly  (QSA 
section  184)  and  to  maintain  such  books 
and  records  as  the  CVMQ  may  direct. 
(QSA  section  185). 

In  the  case  of  commodity  futures  and 
option  contracts,  the  “issuer”  (;.e.,  the 
exchange)  must  be  qualiHed  by  the 
CVMQ  (QSA  Secs.  1  and  67).  'The 
qualiHcation  process  includes  the  Hling 
of  a  description  of  the  types  of  contracts 
proposed  to  be  traded  as  well  as  a 
disclosure  document  in  the  form 
mandated  by  CVMQ.  (QSA  Reg. 
sections  71  and  73).  Contracts  may  be 
issued  only  when  the  CVMQ  approves 
or  does  not  object  to  the  application 
within  10  days  of  receiving  the  Hlings. 
(QSA  Reg.  section  71.1).  These  rules 
foster  the  maintenance  of  trading 
standards  essential  to  meaningful 
information-sharing  with  respect  to 
option  transactions. 

b.  Licensing  of  Firms  and  Personnel 
(Fitness  Standards  for  Professionals) 

All  dealers  {i.e.,  persons  acting  as 
brokers  or  principals,  QSA  Sec.  5)  and 
advisers,  as  well  as  their  personnel,  are 
required  to  register  with  the  CVMQ 
(QSA  secs.  148  and  149).  The  application 
process  involves  the  submission  of  a 
questionnaire  requiring  the  disclosure  of 
information  concerning  “fitness,”  such 
as  education,  investment  courses  or 
examinations  passed,  experience, 
professional  references,  prior 
suspensions  or  disciplinary  measures, 
infractions  of  laws,  convictions,  civil 
proceedings  and  bankruptcy.  The 
registration  process  for  dealers  and 
advisers  includes  the  submission  of 
financial  statements  (QSA  Reg.  section 
195)  and  proof  of  insurance  or  bonding. 
(QSA  Reg.  section  196),  The  registration 
process  for  representatives  of  dealers 
and  advisers  includes  proof  of  residence 
in  Quebec  (QSA  Reg.  section  204)  and 
the  successful  completion  of  a  course 
that  demonstrates  adequate  professional 
training  (QSA  Reg.  section  205).  'The 


CVMQ,  after  verifying  that  an  applicant 
meets  the  conditions  established  by 
regulation,  will  grant  registration  when 
the  applicant  demonstrates  that  it  has 
the  competence  and  integrity  to  ensure 
the  protection  of  investors,  is  solvent 
and  has  the  financial  resources  to 
ensure  the  viability  of  the  business. 

(QSA  section  151). 

c.  Financial  requirements  (Fitness 
Standards  for  Firms) 

The  QSA  regulation  establish 
minimum  net  capital  requirements  for 
dealers  as  well  as  advisers.^''  A  dealer 
or  adviser  is  required  to  keep  accounting 
books  and  records  and  retain  them  for 
at  least  five  years.  (QSA  Reg.  section 
220).  Such  records  must  include  a 
detailed  specification  of  each  customer’s 
transactions  as  well  as  data  concerning 
the  firm’s  financial  condition.  (QSA  Reg. 
section  222  (dealers  and  section  224 
(advisers)).  These  rules  establish  a 
standard  of  financial  fitness  which  is 
relevant  to  the  expectation  that 
members  will  comply  with  applicable 
rules  and  the  capacity  of  members  to 
meet  their  obligations  in  the 
marketplace. 

d.  Treatment  of  Customer  Funds  and 
Property 

Segregation  of  customer  funds  and 
property  in  the  manner  contemplated  by 
the  Commodity  Exchange  Act  and 
Commission  rules  is  not  required  with 
respect  to  option  transactions  on  the 
Exchange.  Customer  funds  may  be  used 
in  specified  circumstances  by  the  dealer 
(broker).  However,  the  QSA  requires 
that  customer  credit  balances  be 
maintained  so  as  to  be  payable  on 
demand.  QSA  Sec.  168  states  that 
“credit  balances  appearing  in  the 
accounts  of  clients  and  not  given  in 
guarantee  are  funds  payable  on  demand; 
in  no  case  may  a  dealer  use  them  except 
to  finance  his  working  capital  on  the 

A  dealer  with  an  unrestricted  practice  must 
have  a  net  free  capital  at  least  equal  to  the  sum  of: 
(1)  A  proportion  of  the  adfusted  liabilities,  subject  to 
a  minimum  of  C$75,000  (US$e2,318).  calculated  as 
follows:  (a)  10%  of  the  First  C$2,500,000 
(US$2,077,250):  (b)  8%  of  the  next  C$2,500,000;  (c)  7% 
of  the  next  C^.500,000;  (d)  6%  of  the  next 
C$2,500,000;  and  (e)  5%  of  the  amount  exceeding 
C$10,000,000  (US$0,310,000);  and  (2)  the  amount 
deductible  under  the  insurance  policy  or  bonding 
prescribed  by  QSA  Reg.  section  213  [i.e.,  C$1  million 
(USS831,000)  coverage  for  a  dealer  with  an 
unrestricted  practice;  C$100,000  (US$83,100),  plus 
C$50,000  (US^1,545)  for  each  employee,  for  a  dealer 
selling  investment  contracts;  C$100,000  for  a 
securities  adviser)  (QSA  Reg.  section  207).  A 
Financial  adviser  with  a  restricted  practice  must 
have  a  working  capital  of  at  least  C$5,000 
(US$4,154)  (QSA  Reg.  section  209). 
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conditions  prescribed  by  regulation.** 

QSA  Reg.  §  217  provides  that  a  dealer 
may  use  free  credit  balances  on  the 
following  conditions: 

The  statement  of  account  sent  to  the 
customer  must  indicate  that  the  funds  are 
being  used  to  finance  the  dealer's  working 
capital  and  are  payable  on  demand; 
it  pays  a  reasonable  interest  and 
It  may  keep  such  funds  only  temporarily, 
with  a  view  to  investing  them  in  securities. 

However,  a  dealer  who  maintains 
fully  paid  securities  on  behalf  of  a 
customer  and  not  assigned  as  security 
must  separate  them  from  other 
securities.  On  statements  of  account  and 
in  its  registers,  it  must  indicate  clearly 
that  such  securities  are  on  deposit. 

(QSA  Reg.  section  216). 

An  adviser  with  an  unrestricted 
practice  must  keep  in  a  trust  account, 
separate  from  the  adviser’s  assets,  sums 
received  as  subsoiptions  or  advance 
payments,  until  such  time  as  they  are 
used  in  accordance  with  their  intended 
purpose.  (QSA  Reg.  section  218). 
Otherwise,  an  adviser  may  not  have 
securities  or  cash  belonging  to  its 
customers  in  his  possession  or 
safekeeping  (QSA  Reg.  section  234). 

e.  Market  Integrity 

The  Exchange  has  represented  that  it 
has  an  affirmative  siuveillance  program 
under  the  general  direction  of  the 
Exchange's  Floor  Committee  which  is 
designed  to  detect  activity  by  floor 
traders  that  takes  advantage  of 
customers  or  undermines  the  integrity  of 
the  Exchange.  The  Floor  Committee 
regulates  the  tradiirg  and  conduct  on  the 
floor  of  permit  holders,  individual 
members,  membership  representativesi, 
trading  representatives  and  any  other 
persons  associated  by  employment  or 
contract  with  a  member  or  permit 
holder.  (Exchange  Rule  6043).  Under 
Exchange  Rule  6045,  the  Floor 
Committee  has  the  authority  to  interrupt 
trading  whenever  the  interests  of 
orderly  trading  so  require.  The  Exchange 
conducts  periodic  surveillance  of  floor 
activity  and  regularly  reviews  the  record 
of  trades  for  any  signs  of  abuses, 
including: 

Front-running  (Exchange  Rule  6305); 
Manipulative  or  deceptive  trading, 
including  creating  a  false  or  misleading 
appearance  of  active  trading  or  engaging  in 
trading  intended  to  have  the  effect  of  creating 
an  artificial  price  (Exchange  Rule  6306); 


**  QSA  Reg.  section  207  requires  a  dealer  to 
maintain  net  free  capital  based  on  the  amount  of 
"adjusted  liabilities'*  of  the  dealer.  Since  the  term 
adjusted  liabilities  includes  all  amounts  owed  to 
customers  (as  well  as  the  firm's  other  liabilities),  the 
QSA  rules  essentially  establish  a  reserve 
requirement  which  takes  into  account,  among  other 
things,  amounts  of  customer  funds  used  to  finance 
net  capital. 


Not  providing  best  price  execution 
(Exchai^  Rule  6310);  and 
Corners  in  the  maiket  (Exchange  Rule 
6307). 

'The  Floor  Committee  has  the 
authority  to  impose  fines  upon  a 
member  for  any  violation  of  a  rule  or 
floor  trading  regulation  and  in  addition, 
may  suspend  a  member's  right  to  trade 
or  expel  the  member  from  the  trading 
floor.  (Exchange  Rule  6048).  Any  su<^ 
penalty  would  not  limit  the  authority  of 
the  Governing  Committee  to  impose 
appropriate  penalties  or  discipline  for 
the  same  offense.  (Exchange  Rule  6051). 

Other  market  supervisory  powers  of 
the  Exchange  include  the  power  to 
establish  option  position  limits 
(Exchange  Rule  11301),  including  limits 
on  outstanding  uncovered  short 
positions  (Exchange  Rule  11306),  as  well 
as  general  power  to  impose  restrictions 
“in  the  interests  of  maintaining  a  fair 
and  orderly  market."  (Exchange  Rule 
11308). 

Although  the  CVMQ  primarily 
functions  in  an  oversi^t  capacity,  that 
agency  is  empowered  to  prescribe  a 
course  of  action  to  an  exchange  if  it 
considers  it  necessary  for  the  proper 
operation  of  the  exchange  or  the 
protection  of  investors  (QSA  Sec.  181). 

f.  Other  Customer  Protections 

QSA  Reg.  §215  requires  dealers  to 
participate  in  a  contingency  fund 
approved  by  the  CVMQ.  'The  Exchange 
requires  member  participation  in  such  a 
fund,  the  National  Contingency  Fund, 
sponsored  by  the  Exchange  and  the 
Calgary,  Toronto  and  Vancouver  stock 
exchanges.  (Exchange  Rule  101).  The 
Fund’s  purpose  is  to  maintain  public 
confidence  by  protecting  clients  of  a 
member  ffrm  from  financial  loss 
resulting  from  the  insolvency  or 
bankruptcy  of  the  firm.  As  of  June  1988, 
the  Fund  had  assets  of  C$35.6  million 
(US$29.6  million),  which  could  be 
increased  by  unlimited  assessments 
upon  its  members.*®  In  the  case  of 
insolvency,  individual  customers  with 
valid  claims  are  entitled  to  receive  full 
recovery  of  amounts  owed  to  them, 
without  dollar  limit.*®  In  addition. 
Exchange  Rules  5126-5132  establish  a 
brokers’  clearing  fund,  financed  by 
assessments  of  Exchange  members,  for 
the  purpose  of  compensating  members 
for  bona-fide  losses  resulting  from 
uncleared  trades. 

Exchange  Rules  7156  and  7157  require 
audits  of  Exchange  members’  accounts 


*•  See  letter  dated  June  16, 1988  from  Philip  McB. 
Johnson,  counsel  for  the  Exchange,  to  Robert 
Rosenfeld,  Division  of  Trading  and  Markets  staff 
attorney. 

Id. 


at  least  once  a  year  (or  more  often  as 
determined  by  the  Exchange)  by 
auditors  approved  by  the  Exchange. 
Exchange  Rule  7161  provides  specific 
minimum  guidelines  mandating  the 
scope  of  such  audits,  which,  for 
example,  must  include  a  detailed 
examination  and  written  confirmation  of 
all  client  balances,  cash  deposits, 
security  positions,  open  contracts,  and 
deposits  with  clearing  houses. 

QSA  Reg.  section  235  mandates  that  a 
registered  person  use  the  care  of  a 
similarly  situated  informed  professional. 
For  example,  the  registered  person  must 
assure  that  orders  are  executed  at  the 
best  price  available  on  Canadian 
exchanges,  unless  instructed  otherwise. 
With  respect  to  discretionary  accounts, 
QSA  Reg.  section  233  requires  that 
transactions  be  approved  in  advance  by 
a  senior  executive  of  the  dealer  or 
adviser.  QSA  Reg.  section  248  requires 
that  a  monthly  statement  be  given  to 
customers  disclosing  the  type  of 
instrument,  the  unit  price,  amount  of 
transaction  and  balance  at  the  end  of 
the  month. 

g.  Exchange  Option  Rules 

The  rulebook  submitted  by  the 
Montreal  Exchange  contains  rules  of 
general  application,  as  well  as  rules 
specific  to  options.  These  rules 
contemplate  that  the  Exchange  takes 
responsibility  for  ensuring  sales  practice 
compliance  of  its  members,  maintaining 
fair  requirements  for  executions,  and 
monitoring  the  financial  soundness  of  its 
members.  The  Exchange  represents  that 
it  maintains  in  effect  and  enforces  rules 
which: 

(1)  Establish  standardued  terms  of  option 
contracts  (unit  of  trading,  expiration). 
Exchange  Rules  11001-11006. 

(2)  Establish  exercise  conditions  and  fair 
procedures  for  the  allocation  of  exercise 
notices.  Exchange  Rule  11252. 

(3)  Require  any  firm  principal  (“options 
principal’’)  and  customer  representative 
(“options  representative**)  to  be  approved  by 
the  Exchange  as  a  registered  options 
principal  or  options  representative.  Exchange 
Rules  11102  and  11104.  Among  other  things,  a 
condition  to  such  registration  is  the 
successful  completion  of  a  registered  options 
principal  or  representative  course,  as 
appropriate.  Exchange  Rules  11102  and  11106. 

(4)  Require  every  registered  options 
principal  to  be  responsible  for  the  operation 
and  supervision  of  the  member  firm  with 
respect  to  option  contracts.  Such 
responsibilities  include  the  prior 
authorization  of  the  opening  of  every  option 
account,  the  supervision  of  all  account 
dealings  in  options,  the  prior  approval  of 
discretionary  orders,  and  the  approval  of  all 
advertisements  relating  to  options.  Exchange 
Rule  11103. 
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(5)  Require  the  execution  of  an  option 
trading  agreement  prior  to  trading  in  options. 
Echange  Rule  11151.  Such  option  trading 
agreement  must  include  the  current 
Disclosure  Statement  for  Exchange-Trade 
Options,  the  receipt  of  which  shall  be 
evidenced  in  writing.  {Compare  form  in 
CVMQ  Regs.  Schedule  VILlp.  77  with 
Commission  Rule  33.7, 17  CHt  33.7  (1987)). 

The  agreement  also  is  required  to  disclose  to 
customers  the  methods  of  allocation  of 
exercise  notices.  Exchange  Rule  11153(d]. 

(The  Exchange  has  a  specialized  disclosure 
document  for  options  cleared  through  the 
International  Options  Clearing  Corporation 
(“lOCC”)). 

(6)  Require  the  disclosure  of  all  costs,  fees, 
premiums,  transaction  facts  (date,  amount, 
location  of  trade)  and  option  terms  and 
conditions  (expiration  month,  exercise  price, 
settlement  date)  in  a  written  .confirmation 
statement  delivered  promptly  to  the 
customer.  Exchange  Rules  11155  and  7455  as 
made  applicable  by  Exchange  Rules  11152 
and  11156. 

(7)  With  respect  to  discretionary  accounts,  . 
Exchange  Rule  11154  requires  member  firins 
to  comply  with  Exchange  Rules  7476-7500 
(“specific  provisions  on  discretionary 
accounts")  which: 

(i)  Prohibit  any  person  from  exercising 
discretionary  authority  unless  such  person 
has  been  designated  a  “portfolio  manager,” 
the  client  has  given  prior  written 
authorization  and  the  member  has  accepted 
the  account  in  writing.  Such  written 
authorization  must  specify  the  investment 
objectives  of  the  client.  Exchange  Rule  7478. 

(ii)  Require  a  member  firm  to  designate  one 
or  more  partners  who  shall  assume 
supervisory  authority  for  each  managed 
account  and  to  advise  the  client  in  writing  of 
the  identity  of  such  supervisor.  Exchange 
Rule  7479. 

(iii)  Make  designation  as  a  “portfolio 
manager"  Contingent  upon  the  successful 
completion  of  the  Canadian  Securities  Course 
and  the  Canadian  Investment  Finance 
Course,  as  well  as  proof  of  employment  for  at 
least  five  years  in  a  research  capacity 
involving  the  financial  analysis  of 
investments.  Exchange  Rule  7480. 

(iv)  Require  firms  to  appoint  a  Portfolio 
Management  Committee  to  review  at  least 
quarterly  the  investment  policies  of  a  member 
concerning  its  managed  accounts.  Exchange 
Rule  7481. 

(v)  Require  the  quarterly  review  of 
managed  accounts.  Exchange  Rule  7482. 

(vi)  Require  the  full  disclosure  of 
contingency  faes  to  the  client.  Exchange  Rule 
7484. 

(vii)  Prohibit  a  member  from  trading  for  die 
member’s  or  portfolio  manager’s  own  account 
in  reliance  upon  information  concerning 
discretionary  accounts.  Exchange  Rule  7486. 
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(8)  Require  all  long  positions  in  options  to 
be  paid  fully  in  cash.  Exchange  Rule  11202. 
Exchange  Rules  11203-11208  establish  margin 
requirements  for  short  option  positions. 

(9)  Require  each  member  to  keep  an  up-to- 
date  record  of  all  written  complaints  in  a 
central  place.  The  complaint  and  reply  must 
be  retained  for  two  years  and  be  made 
available  to  the  Exchange  upon  request. 
Exchange  Rule  7466.  In  this  regard,  the 
Exchange  has  a  formal  disciplinary  procedure 
for  addressing  violations  of  Exchange  rules. 
See  (Exchange  Rules  4201-4308). 

Tliese  rules  generally  address  the 
regulatory  concerns  the  Commission 
identified  in  setting  forth  conditions  for 
the  designation  of  U.S.  contract  markets 
in  options.  See  Commission  Rule  33.4.  In 
this  connection,  the  Exchange 
specifically  represents  that  the 
regulatory  environment  governing 
transactions  on  the  Exchange  provides 
many  of  the  protections  found  on 
regulated  United  States  markets. 

IV.  Conclusion 

Based  upon  the  foregoing,  the 
representations  of  the  Exchange 
contained  in  letters  dated  October  7, 

1987  and  June  24, 1988,  representations 
of  the  CVMQ  contained  in  its  letter 
dated  June  10, 1988,  and  pursuant  to 
Commission  Rule  30.3(a),  the  Division  of 
Trading  and  Markets  recommends  that 
the  Commission  publish  in  the  Federal 
Register  this  memorandum  and  approve 
and  publish  the  attached  order 
authorizing  the  offer  and  sale  in  the 
United  States  of  options  traded  on  the 
Montreal  Exchange  subject  to  the 
following  terms  and  conditions: 

(1)  Except  as  otherwise  permitted  under  the 
Commodity  Exchange  Act  and  regulations 
thereunder,  that  no  offer  or  sale  of  any 
Exchange  option  product  in  Uie  United  States 
will  be  made  imtll  thirty  days  after 
publication  in  the  Federal  Register  of  notice 
specifying  the  particular  option(s)  to  be 
offered  and  sold  pursuant  to  the  order; 

(2)  That  the  CVMQ  and  the  Exchange 
represent  that  all  transactions  with  respect  to 
the  option(s)  referenced  in  such  notice  will  be 
governed  by  the  Quebec  Securities  Act,  the 
Regulations  thereunder  and  Exchange  option 
rules  as  more  particularly  discussed  in  this 
Staff  Memorandum  and  that  the  CVMQ  and/ 
or  the  Exchange  will  provide  the  Commission 
with  information  as  to  all  material  changes 
therein  promptly; 

(3)  That  options  on  futures  on  stock 
indices  and  options  on  futures  on  foreign 

See  52  FR  28986  28982  n.e  and  section  2a(l)  of 
the  Act. 
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government  debt  securities  will  not  be 
permitted  to  be  offered  and  sold  absent 
certain  additional  procedures; 

(4)  That  options  traded  pursuant  to  the 
order  may  only  be  offset  on  the  Exchange  or 
another  market  with  respect  to  which  the 
Commission  has  approved  a  linkage 
arrangement  with  the  Exchange; 

(5)  That  options  traded  pursuant  to  the 
order  may  only  be  offered  and  sold  by  . 
persons  registered  in  the  appropriate 
capacity  under  the  Commodity  Exchange  Act 
or  by  persons  who  have  been  granted  an 
exemption  from  registration  under  Rule  30.10 
based  on  comparability  of  regulation,  but 
may  not  be  offered  and  sold  by  persons  doing 
business  in  the  United  States  pursuant  to  the 
Commission’s  interim  order  issued  january 
29, 1988  53  FR  3338  (February  5, 1988);  and 

(6)  If  experience  demonstrates  that  the 
continued  effectiveness  of  the  order  Would  be 
contrary  to  public  policy  or  the  public  interest 
or  that  the  operation  or  execution  of  the 
systems  and  arrangements  in  place  for  the 
trading  of  the  option  products  subject  thereto, 
or  the  exchange  of  information  with  respect 
to  such  products,  do  not  warrant  continuation 
of  the  authorization  granted  therein,  the 
Commission  may  modify,  suspend,  terminate 
or  otherwise  restrict  the  authorization 
granted  in  the  order,  as  appropriate,  on  its 
own  motion. 

The  Exchange  has  specified  that  the 
following  option  contracts,  the  terms 
and  conditions  for  which  are  attached 
hereto,  will  initially  be  offered  and  sold 
in  the  United  States:  lOCC  Foreign 
Currency  Options  (British  Pounds, 
Deutsche  Marks,  Japanese  Yen,  Swiss 
Francs),  lOCC  Canadian  Dollar  Options, 
lOCC  Gold  Options  and  lOCC  Platinum 
Optioris,  As  noted  in  condition  (6) 
above,  the  Division  recommends  that 
the  Commission  retain  the  authority  to 
terminate  the  order  granting 
authorization  to  offer  and  sell  Montreal 
Exchange  options  in  the  United  States  or 
to  take  such  other  steps  as  may  be 
appropriate  in  light  of  the 
circumstances.  In  that  connection,  if  the 
order  is  approved  by  the  Commission, 
the  Division  intends  to  monitor  the  offer 
and  sale  of  Montreal  Exchange  options 
to  persons  in  the  United  States  pursuant 
to  the  terms  of  the  recommended  order 
and  to  make  recommendations  for 
further  action  to  the  Commission,  as 
appropriate  in  light  of  the  operation  of 
that  program: 

**  See  section  ^(1)  of  the  Act,  section  3(a)(12)  of 
the  Securities  Exchange  Act  of  1934  and  Rule  3al2-S 
promulgated  thereunder. 


■*  J .; 
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lOCC  Foreign  Currency  Options  Contract  Specifications 


Exchange  where  traded 

ME 

British 

pounds 

Deutsche 

marks 

Japanese  yen 

Swiss 

francs 

Trading  Unit . . . . . 

ZS.OOO 
U.S.  $0.05 
U.S.  $0.0005 

DM  25.000 
US.  $0.02 
U.S.  $0.0001 
DMR 

Y  2.500.00 
U.S.  $0.0002 
US.  $0.000001 
Yen 

SF  25.000 
U.S.  $0.02 
U.S.  $0.0001 
SF 

Exercise  price  intervals . . . . 

Mirrimum  premium  increment  per  unit  of  undertyirig  currency . 

Ticker  Symbol . . . 

BRP 

Making  delivery  of  underlying 
commodity:  Payment  of  underlying 
currency  by  deliverer  to  the  account  of 
lOCC  at  a  bank  designated  by  lOCC. 

Taking  delivery  of  underlying 
commodity:  Receipt  of  underlying 
currency  in  the  receiving  broker’s 
account  at  a  bank  designated  by  lOCC. 

Expiry  months:  March,  June, 

September  and  December. 

Exercise  cut-off:  5:00  p.m.  the  third 
Friday  in  an  expiry  month. 

Termination  of  trading  in  an  expiring 
option:  4:00  p.m.  on  the  Thursday 
preceding  the  third  Friday  in  an  expiry 
month. 

Trading  currency:  Premiums  and 
exercise  prices  quoted  in  U.S.  dollars 
and  cents:  settlement  in  U.S.  funds. 

Position  limits:  None. 

Normal  trading  hours:  9:00-16:00  (EST 
EDT). 

Commission  charges:  As  agreed 
between  the  client  and  the  broker. 

lOCC  Canadian  Dollar  Options  Contract 
Specifications 

Exchanges  where  traded:  ME  and 
VSE. 

Trading  unit:  50,000  Canadian  dollars. 

Making  delivery  of  underlying 
commodity:  Deposit  of  certified  check  at 
lOCC  office. 

Taking  delivery  of  underlying 
commodity:  Receipt  of  check  from  lOCC 
to  broker. 

Expiry  months:  March,  June, 
September  and  December. 

Exercise  cut-off:  5:00  p.m.  in  Montreal 
and  4:00  p.m.  in  Vancouver  the  third 
Friday  in  an  expiry  month. 

Termination  of  trading  in  an  expiring 
option:  2:30  p.m.  in  Monteal  and  4:00 
p.m.  in  Vancouver  the  Thursday 
preceding  the  third  Friday  in  an  expiry 
month. 

Trading  currency:  Premiums  and 
exercise  prices  quoted  in  U.S.  dollars 
and  cents;  settlement  in  U.S.  funds. 

Exercise  prices:  Maximum  intervals 
set  at  U.S.  ^.02  per  Canadian  dollar; 
normal  intervals  at  U.S.  $0.01  per 
Canadian  dollar. 

Premium  quotations:  In  increments  of 
U.S.  $0.0001  per  Candian  dollar  (i.e.  U.S. 
$5.00  per  contract). 

Position  limits:  None 


Normal  trading  hours:  On  the  ME: 
9:00-14:30  (EST/EDT)  On  the  VSE:  14:30- 
19:00  (EST/EDT). 

Ticker  symbol:  CAN. 

Commission  charges:  As  agreed 
between  the  client  and  the  broker. 

lOCC  Gold  Options  Contract 
Specifications 

Exchanges  where  traded:  ME,  VSE, 
EOE. 

Trading  unit;  10  troy  ounces  of  fine 
gold  bullion  per  option,  of  minimum  .995 
fineness  in  wafer  or  bar  form, 
acceptable  for  good  London  delivery. 

Taking  delivery  of  underlying 
commodity:  Receipt  of  good  London 
deliverable  gold  in  an  account  with  one 
of  the  five  full  members  of  the  London 
Gold  Market  or,  at  extra  cost,  in  any 
other  gold  account  elsewhere. 

Making  delivery  of  underlying 
commodity:  Deposit  of  good  London 
deliverable  gold  in  an  account  with  one 
of  the  five  full  members  of  the  London 
Gold  Market. 

Expiry  months:  February,  May,  August 
and  November. 

Exercise  cut-off:  5:00  p.m.  in  Montreal 
and  5:00  p.m.  in  Vancouver  on  the  third 
Friday  in  an  expiry  month. 

Termination  of  trading  in  an  expiring 
option:  2-30  p.m.  in  Montreal  and  4:00 
p.m.  in  Vancouver,  on  the  Thursday 
preceding  the  third  Friday  in  an  expiry 
month  2:00  p.m.  in  Amsterdam  on  the 
third  Friday  in  an  expiry  month. 

Trading  currency:  Premiums  and 
exercise  prices  quoted  in  U.S.  dollars 
and  cents  per  ounce:  settlement  in  U.S. 
funds. 

Exercise  prices:  Minimum  intervals 
set  at  U.S.  $25  per  ounce. 

Premium  quotations:  In  increments  of 
U.S.  $0.10  per  ounce  (i.e.  U.S.  $1.00  per 
contract). 

Position  limits:  5,000  options  on  the 
same  side  of  the  market. 

Normal  trading  hours: 

On  the  EOE:  4:30-10:30  (EST/EDT). 

On  the  ME:  9:00-14:30  (EST/EDT). 

On  the  VSE:  14:30-19:00  (EST/EDT). 

Ticker  symbol: 

On  the  ME  &  VSE:  OR. 

On  the  EOE:  GD. 

Commission  charges:  Negotiated. 


Specifications  for  Platinum  Options 

Exchanges  Where  Traded:  European 
Options  Exchange  (Optiebeurs)  The 
Montreal  Exchange,  Vancouver  Stock 
Exchange,  Australian  Stock  Exchange 
(Sydney) 

Underlying  Value:  10  troy  ounces  of 
platinum  of  minimum  0.9995  fineness. 

Making  Delivery:  Deposit  of 
deliverable  grade  platinum,  in  the  form 
specified  by  lOCC,  in  lOCC’s  account 
with  institution  acting  as  its  delivery 
depot. 

Taking  Delivery:  Receipt  of 
deliverable  grade  platinum,  in  the  form 
specified  by  lOCC,  in  an  account  with 
institution  acting  as  lOCC’s  delivery 
depot  or  at  extra  cost,  according  to  other 
client  instructions. 

Expiration  Months:  Next  three  months 
falling  on  the  March/June/September/ 
December  cycle. 

Expiration  Date:  Monday  following 
the  third  Friday  in  an  expiration  month. 
Final  exercise  cutofi  for  clients  on  the 
third  Friday  of  an  expiration  month,  or 
at  the  discretion  of  the  broker. 

Termination  of  Trading  in  an  Expiring 
Series:  At  the  close  of  each  local  trading 
session  on  the  third  Friday  in  an 
expiration  month. 

Standard  Trading  Hours:* 

Market,  Local  Time,  Greenwich  Mean 
Time 

Amsterdam,  10:30-16:30, 09:30-15:30 
Montreal.  09:30-14:30, 14:00-19:30 
Vancouver.  11:30-16:00. 19:30-24:00 
Sydney: 

1.  Nov.-Mar.,  11:00-16:30,  24:00-05:30 

2.  Apr.-Oct,  10:30-16:00, 01:30-07:00 

‘  Greenwich  Mean  Time  (GMT)  is  the 
accepted  time  zone  referenc  expoint.  There  is 
a  1.S  hour  trading  stop  in  Sydney  during  the 
local  midday.  In  Amsterdam,  local  trading 
ends  at  14:00  on  the  third  Friday  in  an 
expiration  month. 

Trading  Currency:  Premiums  and 
exercise  prices  quoted  in  U.S.  dollars 
and  cents  per  troy  ounce. 

Exercise  Prices:  Minimum  intervals 
set  at  $US  10  per  troy  ounce. 

Premium  Quotations:  Increments  of 
$US  0.10  per  troy  ounce  ($US  1  per 
contract). 
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Premium  and  Margin  Settlement:  Next 
business  day. 

Ticker  Symbols: 

PX  (Montreal  and  Vancouver). 

PLA  (Amsterdam). 

PXA  (Sydney). 

List  of  Subjects  in  17  CFR  Part  30 

Commodity  futures. 

Accordingly,  17  CFR  Part  30  is 
amended  as  set  forth  below: 

PART  30— FOREIGN  FUTURES  AND 
FOREIGN  OPTIONS  TRANSACTIONS 

1.  The  authority  citation  for  Part  30 
continues  to  read  as  follows: 

Authority:  Secs.  2(a)(1)(A),  4, 4c  and  8a  of 
the  Commodity  Exchange  Act,  7  U.S.C.  2, 4, 6, 
6c  and  12a  (1982). 

2.  Appendix  B  is  amended  by  adding 
the  following  entry  alphabetically: 

Appendix  B — Option  Contracts 
Permitted  To  Be  Offered  and  Sold  in  the 


U.S.  Pursuant  to  §  30.3(a) 


Exchange 

Type  of  contract 

FR  date  and 
citation 

Montreal 

Intematiortal  Options 

July  29, 

Exchange. 

Clearing 

1988;  93 

Corporation  foreign 
currency  options 
(British  pourxts, 
Deutschemarfcs, 
Japanese  yert, 

Sr^s  francs), 
Canadian  dollar, 
gold,  and  platinum 
options. 

FR 

• 

•  •  • 

(FR  Doc.  88-16727  Filed  7-28-88:  8:45  am] 
BIUING  CODE  63S1-01-M 


